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Executive Summary

Economic activity fell in early 1999 due to the August 1998 Russian currency crisis.
Following the political assassinations in October 1999, the economic situation
deteriorated significantly in late 1999 and early 2000. In the second quarter of 2000,
economic growth resumed while inflation remained moderate.

Fiscal policy was characterized by a very substantial run-up in budgetary expenditure
atrears in late 1999 and the first three quarters of 2000, reflecting shortfalls in tax
revenues and delays in disbursements of external budgetary financing related to policy
slippages. In the second half of 2000, the authorities increased revenue collections

and cut expenditures, thereby stabilizing the stock of arrears.

Monetary policy during 1999 and 2000 was consistent with price stability, despite the
challenges posed by the aftermath of the Russian crisis in earty 1999 and some
pressures to monetize the fiscal deficit in late 1999 and early 2000. While monetary
aggregates increased sharply during the last half of 2000 due to budgetary spending
from the Special Privatization Account on capital expenditures, and to clear socially
relevant arrears, reserve money was brought down significantly in the first quarter of
2001.

Discussions focused on policies that would enable Armenia to reduce its remaining
external and fiscal vulnerabilities and ensure a sustained resumption of economic
growth as the corerstone for its efforts to reduce poverty. The envisaged policies are
consistent with the Interim Poverty Reduction Strategy Paper, which sets out the main
elements of the authorities’ broader program aimed at achieving sustained, rapid
growth and poverty reduction.

The authorities recognize the need to reduce Armenia’s high external debt ratios and
the stock of budgetary arrears through a strengthening of public finances and by
creating a more favorable climate for private investment and growth, including by
pursuing a monetary policy consistent with continued price stability.

The program also includes selected reforms in the structural and governance areas
which will be essential to ensure macroeconomic stability, establish an improved
environment for private investment and growth, and reduce poverty. In particular, the
authorities intend to improve tax administration and expenditure control,
progressively eliminate financing gaps in the quasi-fiscal sectors, further improve
regulation of the banking sector, and improve governance via increasing transparency
and reducing corruption.

Access under the new arrangement, as proposed in this paper, would be
SDR 69 million (75 percent of quota}, to be disbursed in semiannual installments over
three years. '



I. INTRODUCTION

1. Discussions for the 2001 Article IV consultation and a new program that could be
supported by an arrangement under the Poverty Reduction and Growth Facility (PRGF) were
held in Yerevan during November 7-21, 2000 and January 16-29, 2001. Earller missions to
conduct PRGF discussions took place in March, May, and September 2000." The staff
representatives met with President Kocharian, Prime Minister Margaryan, Minister of
Finance and Economy Khachatryan, Central Bank of Armenia (CBA) Chairman Sargsyan,
and other senior government officials and members of parliament.

2. The 1999 Article IV Consultation was concluded on October 8, 1999, when the
mid-term review under the third annual arrangement under the Enhanced Structural
Adjustment Facility (ESAF) was also completed (EBS/99/181 and SM/99/246). On that
occasion, Directors noted Armenia’s resilience to external shocks, but were concerned about
the loss of momentum in the implementation of structural reforms and setbacks in the
carrying out of the financial rehabilitation plan for the energy sector. On fiscal policy,
Directors emphasized the importance of enhancing expenditure control to avoid arrears
buildup, and also called on the authorities to address forcefully the issue of tax arrears.
Directors supported the tight stance of monetary policy, but encouraged the authorities to
strengthen prudential oversight over the banking system. Directors also stressed the
importance of developing a comprehensive external debt strategy for the medium term.

3. In the last few years, Armenia has received extensive financial and technical
assistance from multilateral institutions, including the Fund, World Bank, and EBRD. ? The
World Bank staff has informed the Fund staff that it is prepared to recommend approval to its
Executive Board of a new SAC IV loan in an amount equivalent to SDR 38.4 million

($50 million), including a disbursement of $15 million on Board approval of the SAC IV
which is expected in the second quarter of 2001.

4. The Armenian authorities report to the Fund on a regular basis the minimum core data
used for surveillance (Appendix TV). The statistics currently produced in Armenia generally
meet, and in many cases exceed, the recommendations of the General Data Dissemination

! The staff teams consisted of Messrs. Wolf (head), Wakeman-Linn (March, May), Semblat
(March), Shiells (May, September, November, January), Kumah (November, January),

Ms. Li (EP; March, May), Ms. Nickel (EP; September, November, January), Ms. Alvis
(Assistant; March), (all EU2), Mr. Nielsen (PDR), and Ms. Dieterich (FAD). Mr. Iradian, the
resident representative, and Mr. Anayiotos, the former resident representative, contributed to
the work of the missions.

2 Armenia’s relations with the Fund, the World Bank Group, and the EBRD are summarized
in Appendices I-IIL



Standard (GDDS) with respect to periodicity and timeliness of dissemination. However, with
respect to other aspects of data quality and their policy value, further improvements are
needed, especially in the national accounts and balance of payments, and socio-demographic
indicators, as discussed in the forthcoming Report on Standards and Codes (ROSC) data
module for Armenia.

I1I. PERFORMANCE UNDER THE ESAF

5. Following the collapse in output in the early 1990s, significant progress was made on
macroeconomic stability and restoration of growth under the government’s economic reform
program during 1996-99, supported by arrangements under the ESAF and by considerable
World Bank assistance. Period average CPI inflation declined from 175 percent in 1995, prior
to the start of the ESAF, to 0.7 percent in 1999. Real growth, driven by construction and
services, averaged around 5 percent over the program period, despite the effects of a drought
and the impact of the Russian economic crisis.” At the same time, however, despite the
economic growth performance during this period, there has been very little progress in
reducing poverty and income inequality, as reflected in the Interim Poverty Reduction
Strategy Paper (IPRSP).*

6. Non-inflationary monetary and fiscal policies contributed to this strong
macroeconomic performance. The non-inflationary fiscal stance was facilitated by abundant
official external financing. Inflation remained low in 1998-99, even though indicative targets
for broad money growth under the program were exceeded in almost every quarter, as moncy
demand continued to respond more strongly than anticipated to the stabilization policies
pursued (Table 2). Nevertheless, and despite the fact that external debt at end-1999 was
actually below what had been projected at the beginning of the ESAF, there was a worrisome
lack of progress in increasing exports, which contributed to the very rapid growth in external
debt ratios (the external debt/export ratio increased from 127 percent at end-1995 to

223 percent at end-1999). In addition, real interest rates remained high, and there were
frequent budgetary revenue shortfalls and problems with expenditure control, the latter
leading to the nonobservance of the 1998-99 performance criteria on budgetary revenues and
arrears.

7. Substantial progress was made in structural reforms during the period of the ESAF
arrangements, albeit somewhat less than was targeted. Progress was achieved on banking

3 Despite this performance, there were slippages relative to inflation and growth targets at
times. In particular, in 1997 inflation was more than double the program target (22 percent
versus 10 percent), while growth was half the target (3 percent versus 6 percent).

* The Joint Staff Assessment (JSA) of the IPRSP describes the timetable for completion of
the full PRSP, and the main tasks that lie ahead.



system reform, establishment of a treasury, strengthening of the social safety net, and revising
tax laws. Reforms were also carried out in the quasi-fiscal sectors (including the energy,
irrigation, and drinking water and sewage sectors}—improving collections and production
efficiency, beginning the process of eliminating the culture of non-payment, improving the
transparency of and budgeting for quasi-fiscal energy subsidies, and initiating the
privatization of the sector, although not all targets under the program were met in this arca,
and progress was greater in some sectors than others. Privatization continued, despite a major
slowdown in late 1998 and early 1999 due to the Russian crisis.

III. RECENT DEVELOPMENTS
A. Political Developments

8. The lack of a permanent political solution of the Nagorno-Karabakh issue continues
to complicate the economic and political situation. Armenia went through turbulent times in
1999 and the first half of 2000. Following parliamentary elections in May 1999, a new
government was formed by the Unity coalition of two parties that together commanded a
strong majority in the parliament. On October 27, the prime minister and the speaker of
parliament—who headed the two parties that make up the Unity coalition—were assassinated
along with six other parliamentarians and cabinet members. Although a new government and
parliamentary leadership was quickly established, in line with the requirements of Armenia’s
constitution, domestic political tensions remained high until the president appointed a new
prime minister, Mr. Margaryan (Chairman of the Republican Party and Head of the Unity
Coalition parliamentary group) in May 2000 and parliament approved a new government
program on June 10. Since then, the political turmoi! characterizing the period following the
political assassinations of October 1999 has largely subsided.

B. OQOutput and Prices

9. The economy grew by 6.2 percent during the first nine months of 1999 (compared to
the same period of the previous year), led by industry, construction, and trade and services.
However, real GDP fell by 2.3 percent in the last quarter in the wake of the political
assassinations, due especially to contraction in the construction and industry sectors. Real
economic activity remained flat in the first quarter of 2000 but began to recover in the second
quarter. Real GDP increased by 6.0 percent for 2000 as a whole, despite a severe drought
affecting part of agriculture during the summer (Figures 1 and 2, and Table 3). Growth in
2000 was led by industry, construction, and trade and services. Notwithstanding the growth
performance, the unemployment rate has not come down despite continued emigration.

10.  Inflation remained low in 1999 and 2000, due to a variety of factors including
generally non-inflationary monetary and fiscal policies during the period. Inflation in 1999
was substantially lower than programmed, with end-period inflation of only 2.1 percent
compared to an original target of 9.9 percent. Consumer prices during the first nine months of
2000 were influenced by a favorable agricultural harvest (the drought did not begin to affect



-8 -
Figure 1. Armenia: GDP, Wages, and Inflation, 1995-2001
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Figure 2. BRO Countries: Average Monthly Wages, 1995-2001
(In U.S. dollars, period average)
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agricultural prices until the fourth quarter), and by the appreciation of the U.S. dollar relative
to the euro which, given the stability of the dram vis-a-vis the dollar, put downward pressure
on prices of imports from the EU expressed in local currency. In the event, the consumer
price index fell by 2.8 percent cumulatively in the first nine months of 2000. Although
consumer prices rose by almost 3% percent in the last two months of the year due largely to
the catch-up in government spending, cumulative inflation for 2000 as a whole was only

0.4 percent. Inflation was 3.7 percent cumulatively during the first three months of 2001,
reflecting both seasonal and special factors including the impact of the drought on food prices
and the increase in health care prices due to the introduction of the VAT on medical goods.

C. Fiscal Policy

11.  In the first half of 1999, tax arrears increased and expenditure arrears accumulated in
the aftermath of the Russian crisis and the political uncertainty prior to the May
parliamentary elections. In August 1999, the government included a set of revenue and
expenditure measures in an amended budget. Nevertheless, arrears accumulation accelerated
in the fourth quarter of 1999, following the political assassinations, due to a decline in
budgetary revenues relative to program projections (reflecting significant shortfalls in indirect
taxes) and a shortfall in domestic financing. In addition, the third tranche of the World Bank
SAC III was $5.5 million less than anticipated, as a result of the failure to meet full program
conditionality. In the event, state budget expenditure arrears rose to 2%: percent of GDP at
end-1999.

12.  The 2000 budget assumed that the drop in revenues observed i the fourth quarter of
1999 was only short term, and that the underlying trend of increasing tax revenue relative to
GDP would continue due to administrative improvements and the increase in excise rates
included in the amended 1999 budget. However, tax revenues in the first half of 2000 were
only equal to the level in the first half of 1999, which itself had been characterized by
difficulties in collection. Tn addition, until late in the year there were no disbursements under
the World Bank SAC III, compared to a total of $45 million of combined SAC IIV'IV
disbursements expected in the 2000 budget, mainly due to continued slippages in the
privatization of the energy distribution companies (EDCs). As a result, state budget
expenditure arrears increased dramatically in the first half of 2000, to 42 percent of GDP at
end-June 2000. The staff recommended, but the government decided against, amending the
budget in mid-2000, and thereby missed a chance to adjust expenditure commitments in light
of lower than budgeted revenues.

13. State budget tax revenues have been on an upward trend since June 2000, except for a
weak revenue performance in September, and the authorities succeeded in meeting the
indicative target for the fourth quarter agreed with the staff. The stronger tax revenue
performance in the second half of 2000 (relative to the budget) reflected increasing political
stability, a recovery in economic activity, and improved tax administration. While state
budget expenditure arrears increased in the third quarter, to 5.1 percent of GDP, they declined
in the fourth quarter, to 4.3 percent of GDP at end-2000 (Table 5). The extent of arrears
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clearance in the second half of 2000 reflected the improvement in tax collections,
disbursement of the fourth tranche of the SAC IIT {$5.5 million) in December 2000,
reductions in expenditure commitments in the fourth quarter equal to 2.6 percent of quarterly
GDP, and clearance of socially significant arrears (such as family allowances, pensions, and
wages) amounting to 2.3 percent of quarterly GDP starting in November using bridge
financing from the Special Privatization Account (SPA).

14,  In the first quarter of 2001, state budget tax revenues were dram 335.6 billion, which
was sufficient to meet the cumulative tax revenue target discussed with the authorities during
the January mission. No new state budgetary expenditure arrears were accumulated during
the first two months of 2001.° By end-March, the government had repaid the

dram 8.25 billion bridge loan from the SPA.

Table 1. Recent and Prospective State Budget Developments, 1998-2001

1998 1999 2000 2000 2001
Actual Actual Budget Prelim. Proj.
Actual
(In percent of GDP)

Total revenue and grants 17.1 19.3 19.6 16.5 17.2
a/w tax revenue 136 16.1 16.6 4.8 15.1
Total expenditure 21.9 26.5 251 22.8 21.2
o/w current expendifure 16.3 19.2 184 7.5 16.3
Overall balance (accrual basis) -4.8 -7.2 -5.6 -6.4 -4.0
Change in arrears (+ = increasc) 0.5 20 -0.7 1.9 -15

Statistical discrepancy -0.4 -0.2 -- 0.5 --
Overall balance (cash basis) 4.7 -5.5 -6.2 -4.0 -5.5
Financing 4.7 55 6.2 4.0 55
o/w Domestic 2.1 0.8 1.6 25 1.2
External 2.6 4.7 4.6 1.5 4.3

Source: Armenian authorities and Fund stafl estimates.

15.  Inparallel to the state budget, the State Fund for Social Insurance (SFSI) was facing
difficulties collecting contributions; it ended 1999 with arrears equivalent to 0.3 percent of
GDP, which increased to 0.8 percent of GDP by mid-2000, equivalent to around 2'2 months
of pensions. Due to the recovery of GDP growth that also increased wage payments, the
increase of the pension contribution rate by mid-2000, and the clearance of pension
contribution arrears from the state budget, the SFSI reduced its arrears by end-2000 to around

? End-March arrears data will not be available until May 15.
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1% months of pensions (Table 6). Arrears of the SFSI declined in the first two months of
2001 by dram 700 million.

D. Monetary and Exchange Rate Policy §

16.  Monetary policy during 1999 and 2000 was consistent with nearly stable prices.
While monetary aggregates grew substantially over the period, inflation was low, suggesting
a rapid growth in real money demand (Figure 3). The variability in reserve money growth
during 1999 and 2000 shows that the stated policy of maintaining reserve money within an
indicative corridor with a view to using money as a nominal anchor has been implemented
flexibly, with reserve money allowed to move outside the corridor in response to unexpected
disturbances associated with delays in external financing, external shocks, and unforeseen
fluctuations in government expenditures. '

17.  Reserve money growth was moderate in the first half of 2000, but exceeded the upper
limit of the corridor starting in July (Table 4). In the fourth quarter, reserve money increased
by 25 percent, because the net foreign assets of the CBA increased due to official inflows and
spending of SPA money on capital expenditures and—through the bridging operation—on
clearance of arrears.” The CBA chose not to sell significant amounts of foreign exchange in
the market in order to reduce reserve money and bring it back inside the corridor, because it
believed this would have led to a substantial appreciation of the dram. It also anticipated that
the bridging operation would be reversed in the first quarter of 2001, thereby reducing the net
foreign assets of the CBA and reserve money.

18.  Reserve money at end-March 2001 was just below the lower end of the indicative
range discussed with the CBA during the January mission, and broad money was modestly
above (3 percent) the indicative monetary program due to higher than anticipated foreign
exchange deposits. The CBA sold $8.5 million in the interbank foreign exchange market in
the first quarter of 2001, mostly in January, and the dram remained broadly stable in U.S.
dollar terms (Figure 4).

19.  Following the exodus of nonresident investors and the consequent increase in interest
rates in late 1998 and early 1999 in the wake of the Russian crisis, interest rates fell
substantially starting in mid-1999 although they have changed little since mid-2000

(Figure 5). The weighted average yield on treasury bills fell from 58 percent in June 1999 to

5 Monetary and exchange market developments in 1999-2000 are described in more detail in
Chapter I, SM/01/136, 4/30/01.

7 The spending of SPA funds increases the net foreign assets of the CBA and reserve money.
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Figure 3. Armenia: Selected Monetary Indicators, 1995-2000
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1/ Based on dram broad money stocks at end-quarters.



1260
Total

1000 b CIS 1
o e Other |
600 p 4
400 | 1
— -
200 —t 1
0 | N I N N T U S SN N NN TN SN N N N NN N I Y N N N T SN SN N N S N R S N S Ll 1 1

175

150

125

100

75

350
325
300
275
250
225
200
175
150
125

- 14 -

Figure 4. Armenia: Exchange Rate Developments, 1997-2001
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Figure 5. Armenia: Interest Rates, 1995-2001

(Simple annual rates; in percent)

Nominal Interest Rates
{In percent)
250 250
------ Commercial bank lending rate for 3 months in dram, weighted average
] ‘, s Commercial bank deposit rate for 3 months in dram, weighted average
200 |- . "I-Bili weighted average yield, alt maturities 1 200
\
. H
150 4 150

100

50

120

100

&0

60

40

20

-20

=100

100
50
. 0
Jan Apr Jul Oct Jan Apr Jul Oct Jan Apr Jul Oct Jan Apr Jul Oct Jan Apr Jul Oct Jan Apr Jul Oct Jan
93 2% g7 98 ) 9 M 00 01
Ex-Post Real Interest Rates 1/
(In percent)
120
: | 1 100

"""" Commercial bank lending rate for 3 months 4 40
s ommercial bank deposit rate for 3 months
T-Bill weighted average yield, all maturities <4 -60
1 -80
-100

Jan Apr Jul Oct Jan Apr Jul D¢t Jan Apr Jul Oct Jan Apr Jul Oct Jan Apr Jul Oct Jar Apr Jul Oct Jan

95

96 97 98 99 00 n

Sources: Armenian authorities; and Fund staff calculations.

1/ Calculated as the nominal interest rate deflated by the ex-post one-period lead of the 12-month
CP1I inflation.



- 16 -

27 percent in March 2001. Improved coordination of monetary and fiscal policy and the
increase in econemic stability contributed to the decline in interest rates. Nonetheless, real
interest rates remain high in Armenia.

20.  As described in the Financial System Stability Assessment (FSSA), while the reported
data for the Armenian banking system point to a relatively healthy financial system (Figure
6), the underlying situation contains a number of weaknesses and vulnerabilities. Weaknesses
relate in particular to credit and foreign exchange risks because of a generally weak credit
culture, inadequate risk identification, insufficiently rigorous monitoring and management
practices, and, in the context of a highly dollarized economy, large foreign currency exposure
to borrowers without foreign currency earnings. The underlying risks on banks’ balance
sheets have been masked, in part, by deficiencies in reporting and supervisory practices and,
in part, by the relatively stable macroeconomic environment over the last few years.
However, the Armenian banking system is quite small, accounting for assets equivalent to
only 15 percent of GDP, and therefore a systemic crisis might have a limited effect on the rest
of the economy.

E. Balance of Payments and External Financing *

21. In recent years, the external current account position has improved significantly with
the deficit falling from 21.2 percent of GDP in 1998 to 14.6 percent in 2000, reflecting a
reduced deficit on goods and services (Figure 7 and Table 7). In 1999, the growth in exports
in U.S. dollar terms was fairly modest (6% percent), but imports declined by 8 percent, driven
in part by lower Russian export prices and lower humanitarian imports. The trade balance
continued to improve in 2000, as merchandise exports increased by 24 percent, with
agricultural and base metal exports staging a strong recovery and diamond exports continuing
to expand briskly. Foreign direct investment (FDI) played a significant role in supporting this
strong export performance. Merchandise imports increased by 8 percent driven by a

31 percent increase in the imports of uncut diamonds and a 15 percent increase in
humanitarian imports. Fueled by buoyant agricultural and mineral exports, merchandise
exports continued to expand strongly in the first two months of 2001, increasing by

29 percent over the same period in 2000. In contrast, merchandise imports fell by 9 percent
over the same period owing in part to lower humanitarian imports.

22.  The capital account surplus decreased from around $400 million in 1998 to around
$300 million in both 1999 and 2000, in the absence of major international privatizations
which had boosted FDI in 1998. Notwithstanding the decrease from 1998, FDI inflows
averaged around 6 percent of GDP in 1999-2000. Major FDI inflows occurred in the
telecommunications and energy sectors, including from Greek and Russian investors. In
2000, the capital account surplus was slightly lower than in 1999, in part because

¥ Armenia’s external competitiveness is considered in Box 1.
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Figure 6. Armenia: Banking Sector Prudential Indicators, 1996-2000
(In percent)
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Figure 7. Armenia: External Sector Developments, 1995-2000

Goods and Services Trade Balance
(In percent of GDP)
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disbursements to the public sector were negatively affected by the debt service arrears to
Russia, which blocked new Russian disbursements, and problems in securing sufficient
budgetary counterpart funds, which slowed the implementation of World Bank projects.
Other capital inflows (net) increased from $90 million in 1999 to $130 million in 2000 partly
on account of new EBRD private sector disbursements.

23. Since late 1999, Armenia has serviced almost none of its debt service obligations
falling due to Russia, and as of end-March 2001 external arrears to Russia amounted to

$24 million. The Armenian and Russian authorities have agreed that these arrears are to be
settled in two tranches—3$16.3 million in the second quarter and the remainder in the third
quarter of 2001. In mid-2000 Armenia rescheduled its debt to Turkmenistan. Debt service to
other creditors was serviced in a timely manner.

24, At end-2000, external debt amounted to $862 million, the equivalent of 45 percent of
GDP or 196 percent of (current year) exports. In present value terms, external debt at
end-2000 is estimated at $535 million, or the equivalent of 135 percent of exports, down
from $549 million (154 percent of exports) in 1999.° Owing to the difficult fiscal situation
and real exchange rate depreciation in 2000, however, the PV debt/fiscal revenue ratio is
estimated to have increased, from 167 percent in 1999 to 179 percent in 2000.
Notwithstanding the improved export debt sustainability indicator in 2000, external debt
relative to exports remains high, especially in view of the narrow and vulnerable export base.
The authorities are cognizant of the need to lower the external debt burden. In addition to
encouraging exports (by privatizing state-owned enterprises, attracting FD{, and improving
the business environment) and lowering the externally-financed share of the budget deficit,
the authorities’ external debt strategy consists of refraining from the contracting of non-
concessional debt and using part of the SPA funds to prepay existing non-concessional debt.

25.  Armenia maintains a liberal and stable trading system with no non-tariff barriers (for
trade protection purposes) and no export taxes. Most imports enter the country duty-free,
while goods subject to import duties are assessed a uniform 10 percent import duty. In
preparation for WTO accession, a new customs code was adopted by the parliament in July
2000, an effort which was supported by technical assistance from the UK’s Department for
International Development (DFID). Armenia’s trade regime is rated “1,” the most liberal,
according to the Fund’s classification scheme for measuring an economy’s overall trade
restrictiveness. It is expected that this rating will remain for the duration of the arrangement.
Armenia accepted Article VIII, Sections 2, 3, and 4 in May 1997, and maintains an exchange

? Three-year moving average of exports of goods and services, centered on the preceding
year. The sharply lower PV debt/export ratio in 2000 is not only a result of the strong growth
of exports relative to external debt build up. It also reflects the strengthening of the U.S.
dollar and the use of higher discount rates in line with the higher international interest rates
prevailing in 2000.
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system that is free of restrictions on payments and transfers for current international
transactions.

F. Quasi-fiscal Sectors

26.  The government’s plans for restructuring of the quasi-fiscal sectors (energy,
irrigation, drinking water and sewage, district heating, and the chemical company Nairit)
during 1999-2000 have been set out in various government decrees, although it is not always
clear from these decrees what measures will be taken to achieve the projected improvements
in financial performance. ' In the energy sector, the plans aim to improve collection rates,
reduce technical losses and theft, raise tariffs to reach full cost recovery of current costs, and
restructure the energy sector’s debts, Progress has been made in each of these areas, although
the sector remains a considerable financial drain on the budget and the rest of the economy.
The authorities believe that the only credible solution to restoring payment discipline and
eliminating theft in the energy sector is to privatize the EDCs. In August 2000, the
government adopted the EDC Privatization Law, which allows the privatization of the four
EDCs (grouped together into two packages) through an international tender. The authorities
intend to send the final agreed tender documents to potential bidders in the competitive
tender for privatizing the EDCs, conducted under the World Bank supported program, by
July 9, 2001. -

27.  The irrigation and drinking water and sewage companies all suffer from high loss
rates, low collection rates, and tariffs which do not fully cover costs, leading to substantial
overall deficits and financing gaps in 1999-2000. District heating now covers only a small
proportion of households, but it incurred a sizeable financing gap in the 1999/2000 heating
season (data on the 2000/01 heating season are not yet available). Nairit, the chemical
company, whose output has fallen to about a quarter of the amount demanded during Soviet
times, was only able to pay around 30 percent of its electricity bills during January-
September 2000, and the energy sector effectively accepted barter payments from Nairit.

IV. REPORT ON THE DISCUSSIONS

28.  The staff has been discussing with the authorities since March 2000 a program of

macroeconomic and structural policy measures that could be supported under the PRGF. The

authorities have agreed with the staff that the program would need to address Armenia’s

remaining external and fiscal vulnerabilities to ensure sustained economic growth as the

~ cornerstone for efforts to reduce poverty. In particular, the authorities recognize the need to
reduce Armenia’s high external debt ratios and the stock of budgetary arrears through a

strengthening of public finances and by creating a favorable climate for private investment

' The financial rehabilitation of the quasi-fiscal sectors is described in more detail in
Chapter I, SM/01/136, 4/30/01.
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and exports, including by pursuing a monetary policy consistent with continued price
stability. The envisaged reforms are consistent with the [PRSP, which sets out the main
elements of the authorities” broader program aimed at achieving sustained, rapid growth and
poverty reltliuction, and they will be modified appropriately once the full PRSP has been
finalized.

29.  The program includes selected reforms in the structural and governance areas which
will be essential to ensure macroeconomic stability, create a favorable climate for private
investment and growth, and reduce poverty. In particular, the authorities intend to improve
tax administration and expenditure control, progressively eliminate financing gaps in the
quasi-fiscal sectors, further improve regulation of the banking sector, and improve
governance through increasing transparency and reducing corruption. The authorities are
convinced that anti-corruption efforts will be essential to ensure that an acceleration in
economic growth will succeed in reducing poverty.

30.  Inthe attached Letter of Intent and Memorandum of Economic and Financial Policies
(MEFP), the authorities request support from the Fund through an arrangement under the
PRGF, in support of an ambitious program of macroeconomic and structural reforms
designed to achieve the objectives enumerated above.

A. Macroeconomic Framework

31.  In the medium-term, fiscal policy is designed to increase tax revenues and keep
expenditures roughly constant as a share of GDP from 2002 onwards, following a drop of
1% percent of GDP in 2001, s0 as to both eliminate the stock of expenditure arrears and
gradually reduce Armenia’s reliance on external financing, thereby helping to lower the
external debt burden over time. Together with appropriate monetary and fiscal policies,
structural measures and improvements in governance will improve the overall business
climate which, together with the improvement in the fiscal position, should lead to increased
private investment (including FDI) and sustained rapid economic growth and poverty
reduction. The external position is expected to strengthen due to FDI in the export sector,
production of import-competing goods by new or newly privatized firms, and anticipated
private inflows. ‘

32.  The main macroeconomic projections and objectives for 2001-06, consistent with the
I-PRSP, are as follows: (i) real GDP growth is projected to average around 6 percent during
2001-2003 and 5 percent per annum thereafter, broadly in line with average growth since
1993 (5Y; percent); (if) annual inflation will be held to 3 percent; and (iii) the gross official
international reserve position of the CBA will be maintained at around 32 months of imports
(Tables 8 — 10). On the basis of present commitments of external financing, the fiscal deficit

'! The main elements of the authorities’ program for reducing poverty are set out in Box 2.
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(accrual basis) is currently projecied to decline, from about 644 percent of GDP in 2000 to

4 percent in 2001, 3 percent in 2003, and to 2% percent in 2004-06. This deficit reduction,
combined with net private investment of around 7%2-8 percent in 2000 and 2003, and around
7V percent in 2006, would make possible a reduction of the current account deficit from
14%: percent in 2000 to 10% percent in 2003, and under 10 percent in 2006.

33.  The baseline growth projections are, as noted, in line with Armenia’s real GDP
growth performance in the period since 1993, which has featured a major loss of export
contracts in 1997, the 1998 Russian currency crisis, the political assassinations in 1999, and
the drought in 2000. The authorities believe these growth objectives are cautious, given the
major new investments expected to be financed by the Armenian diaspora, as well as tourism
related to the celebration in 2001 of the 1,700 year anniversary of Armentia’s adoption of
Christianity as a state religion. The staff stressed the risks, including that investment and
tourism may turn out to be lower than expected, and the possibility that growth rates could
tail off in the absence of major new private sector investments.

B. Fiscal Policy

34.  The authorities’ medium-term fiscal policy objectives are described in paragraph 8 of -
the MEFP, (Appendix VIII) and the 2001 budget 1s summarized in paragraph 33 of the MEFP
and Table 1 above. Under the 2001 budget, tax revenues are envisaged to increase by

0.3 percent of GDP. The program envisages an increase in tax revenues of around 0.6 percent
of GDP through administrative measures, the main elements of which are the broadening of
VAT collection at the border and the introduction of automated audit systems. Tax reform
measures approved for 2001, described below, are expected to generate a net revenue loss of
around 0.3 percent of GDP. '

35.  The focal point of adjustment in 2001 will be a further reduction of expenditures. To
achieve this, most expenditure categories had to be cut, including those relating to poverty
alleviation. On a cash basis, total expenditures for family allowances, health, and education,
were reduced from 3.8 percent of GDP in 1999 to 2.9 percent in 2000. Even though social
expenditures would drop slightly under the 2001 budget on an accrual basis, 1.1 percent of
GDP more would be spent on socially relevant expenditures on a cash basis, compared to
2000. The World Bank believes that the level of social expenditures in the 2001 budget is
consistent with the objectives of the IPRSP, given the substantial scope for rationalizing
family allowances, pensions, and health expenditures. Although the back loaded nature of the
SFSI’s revenues limits the extent to which pension arrears can be reduced in the first half of
2001, the authorities intend to ensure that the arrears of the SFSI at least do not increase in

2 Net private sector investment is projected to increase by about 272 percentage points of
GDP in 2001, mainly on account of major new investments financed by the Armenian
diaspora.
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the first quarter, are reduced by at least dram 1.0 billion in the second quarter, and are fully
eliminated by end-2001. In the medium term, structural reforms in the health and education
sectors are expected to generate room for the provision of social services without the need for
increased budgetary spending. In parallel, the government intends to reform the pension
system and to streamline the family allowance scheme to sharpen the focus of social
assistance.

36.  Strengthening of tax collections will come largely from better tax and customs
administration, and through improved governance including increased transparency and
reduced corruption. In approving the 2001 budget, as noted above, the parliament also
approved a comprehensive tax package (see paragraph 37 of the MEFP). While the increase
in VAT collections at the border to around 50 percent of imported goods is an important step,
the authorities were reluctant to expand the coverage further in the near term due to the long
lags in obtaining VAT refunds on imported inputs and the associated carrying costs to
exporters in an environment of very high real interest rates. Over the program period, as
administrative capacity for VAT refunds improves and interest rates decline, the authorities
intend to extend collection of the VAT to the border for all eligible goods. Additional
measures to be implemented over the medium term will include the ¢limination of remaining
tax exemptions and the unification of widely varying excise taxes on similar products, which
the authorities believe currently provide opportunities for tax evasion or avoidance.

37. The authorities intend to undertake a number of measures to improve tax and customs
administration in 2001." To improve tax administration, the authorities intend to implement
a comprehensive automated audit system {covered by two structural benchmarks under the
program). The Ministry of State Revenues (MSR) plans to strengthen the skills of its staff,
step up efforts to seize collateral and initiate bankruptcy procedures for non-payers, and as
noted below in connection with governance, implement a system of VAT cross-checks.
Regarding customs, the authorities will set up an action plan to implement the findings of the
diagnostic workshop held in March 2000. They also plan to take further measures to improve
collections of mandatory social contributions.

38.  In 2001, to improve expenditure efficiency, the authorities intend to undertake—
together with the World Bank—a public expenditure review, enact a treasury law (a structural
benchmark under the program), introduce commitment control procedures in all ministries
and other government agencies, take steps to improve the reliability of expenditure arrears
reporting, and improve internal audit procedures in the Jine ministries and other government

¥ Detailed measures to improve tax and customs administration in 2001 are described in
paragraphs 38, 39, and 53 of the MEFP.
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agencies.'® The authorities have signed a contract with an external auditor, hired through
international tender, for the use of SPA proceeds (a prior action under the program). The
program will include a performance criterion on the stock of state budget arrears. The
program includes measures to help prevent arrears (including introduction of commitment
control procedures and internal audit of line ministries) and improve arrears reporting
(including registering the payments in the treasury on an accrual basis). Given that
expenditure commitment controls would only be implemented on a pilot basis by end-June
2001, however, the entire system of arrears reporting and control will need to be considered
in the context of the first review.

39.  Under the approved 2001 state budget, and given the agreement to repay $19 million
(equivalent to dram 10.4 billion) in arrears to Russia outstanding at end-2000, the stock of
arreats would fall from dram 44.4 billion at end-2000 to dram 27.1 billion at end-2001, so
that only about dram 17.2 billion of arrears (1.5 percent of GDP) could be cleared in 2001 in
the absence of higher than budgeted revenues, further debt relief or expanded donor
assistance (Table 5)."

40.  However, a number of deviations from the financing assumptions underiying the 2001
budget are possible. For one thing, the authorities have agreed in principle to consider a
rescheduling of debt principal due from Georgia, although this remains to be negotiated. If
amended to include this possible rescheduling, the stock of arrears of the state budget at
end-2001 would amount to dram 29.3 billion, or 2.6 percent of GDP. The World Bank plans
to hold a Consultative Group (CG) meeting in July 2001. If $20 million were to become
available from the CG, and even if revenues above and beyond the budget target cannot be
achieved, the carryover of arrears into 2002 could be held to dram 18.3 billion {1.5 percent of
2002 GDP). In this case, under current assumptions, there would be no fiscal gap in 2002.

41.  With regard to privatization proceeds, the authorities intend to continue to follow the
principle that the bulk of proceeds in the SPA should be used for capital expenditures in the
context of a well specified medium term expenditure framework, and the remainder for the
retirement of non-concessional external debt. The staff agreed that any reduction in the
present value of the stock of external debt arising from debt rescheduling agreements would
reduce the amount from the SPA to be devoted for the retirement of such debt. In this regard,

' The authorities” medium-term objectives for improving expenditure efficiency are
described in paragraph 11 of the MEFP, and detailed measures for 2001 are descnbed in
paragraphs 40 and 52 of the MEFP.

1% Due to unforeseen delays in the first disbursement under the SAC IV, the authorities are
bridging to this disbursement by drawing down the SPA, in order to avoid running up net
domestic arrears within the second quarter (these arrears are programmed to decline for the
quarter as a whole).
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the staff believes it is important to reduce the external debt burden due to the risk that a more
adverse scenario could materialize than envisaged under the program. It will be important to
keep the debt burden under review, including in relation to exports.

42.  The SFSIis expected to have a balanced budget in 2001 after clearing arrears equal to
0.4 percent of GDP. The rationalization of personal income and pension contribution rates
that became effective on January 1, 2001 increases the average pension contribution rate and
is expected to generate around 0.1 percent of GDP in additional revenues.

C. Monetary and Exchange Rate Policy

43.  The CBA indicated that its main objective will be to implement a monetary policy
consistent with its obligation under the law to maintain price stability. Indeed, the CBA
succeeded in maintaining low inflation during 1998-2000 {cumulatively, 1% percent over
three years), although the staff expressed concemn regarding the acceleration in monetary
aggregates during the second half of 2000. The CBA shared this concern and indicated its
intention to reduce reserve money sharply in the first half, in line with the government’s
commitment to reverse the bridging operation conducted in late 2000. As in 1999 and 2000,
the monetary program for 2001 anticipates a decline in reserve money during the first half of
the year reflecting the seasonal weakness in real money demand, combined with
replenishment of the SPA, with the nominal exchange rate expected to remain stable,
followed by an increase in reserve money in the second half of the year. The CBA expressed
its preference for maintaining the indicative reserve money corridor, which will continue to
serve as the nominal anchor for monetary policy. It believes the corridor has helped increase
the transparency of monetary policy and shape expectations of market participants. The CBA
will also maintain a flexible exchange rate policy and will only intervene in the foreign
exchange market to smooth short-term exchange rate fluctuations. In the event that reserve
money moves outside the corridor, the CBA will consult promptly with the Fund staff
regarding the appropriate policy response, and in particular with a view to a possible further
tightening of the monetary program if inflation in the first half is higher than envisaged.

44. The authorities agreed on the need for the government to continue to coordinate
closely with the CBA in order to smooth budgetary expenditures as much as possible in the
presence of bulky inflows of official external financing or any bridging operation involving
the SPA. The government and the CBA agreed that the latter operation would only take place
~ under extraordinary circumstances, and would be coordinated in such a way that the reserve
money corridor would not be breached. The government also reaffirmed its view that the
continued independence of the CBA is essential to ensure that monetary policy is conducted
in a manner that is consistent with price stability.

45. Dram broad money is expected to remain flat in 2001 given the rapid monetary
growth in the second half of 2000. The projected growth in overail broad money {12 percent)
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is based on the expectation of continuing strong growth in foreign currency deposits'® and an
increase in reserve money of 2 percent. The 2001 program targets the dram equivalent of a
$6 million (end-year to end-year) increase in net official international reserves (NIR), which
together with disbursements under the PRGF will enable the central bank to maintain import
coverage of gross reserves of around 3% months of imports.

46.  The authorities intend to take steps to strengthen the banking sector further based on
the recommendations of the FSSA, including by implementing: (i) legal and regulatory
changes to improve the CBA’s ability to deal effectively with problem banks; (ii) revisions to
the present loan classification system; (iii) progressive increases in minimum capital
requirements for existing banks to reach the same level as required for new banks

(85 million) over time; and (iv) amendments to the Securities Market Regulation Law to
ensure that the activity of domestic banks in the government securities market is not
regulated by that law.'” In order to strengthen the CBA’s ability to deal effectively with
problem banks, the authorities intend to enact a new Law on Bankruptcy of Banks, and to
amend as necessary the central bank and commercial bank laws (they are structural
benchmarks under the program). The CBA and the government also intend to implement a
new loan classification system that will take into account the capacity of the borrower to
repay the loan, which will reveal more accurately the quality of banks’ loan portfolios.

D. Quasi-fiscal Financial Rehabilitation and Governance

47.  Outside of the fiscal and banking sector areas, the specific aspects of the authorities’
program discussed with the staff included reforms involving: (i) further progress in the
financial rehabilitation of the quasi-fiscal sectors; and (ii) governance issues related to fiscal
and financial transparency. It has been agreed with the Bank staff that the Fund staff will take
the lead on issues related to fiscal reforms, institutional reforms involving the CBA, and
governance issues relating to fiscal and financial transparency. Also, in close cooperation
with the Bank staff, the Fund staff will monitor the financial flows of the quasi-fiscal sectors,
while the Bank staff will deal with structural reform issues in these sectors, Other structural
areas, as well as programs in social protection and the health and education sectors, are being
handled by the Bank in the context of the SAC IV and by its other lending programs.

48..  The authorities’ objective for the quasi-fiscal sectors will be to close the financing
gaps of these sectors completely, while undertaking measures (privatization, reductions in

'® According to the CBA, the strong growth in foreign currency deposits is related to a variety
of factors, including high per capita foreign financial support due to the large diaspora, and
falling interest premia on dram versus dollar deposits. See Chapter I, SM/01/136, 4/30/01, for
further discussion.

17 Detailed policies for 2001 are specified in paragraphs 44-46 of the MEFP.,
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loss rates, and increases in collection rates and, where necessary, tariffs) leading to only a
minimal subsidy coming from an already strained state budget. While the authorities will aim
to implement reforms leading to the financial independence of these sectors by the end of the
- program period, the Bank staff has suggested that this may not be feasible. In any event, by
2003, any remaining financial gaps should be fully covered by budget support. Given the
importance of the energy sector for the budget, the program includes a performance criterion
" on the primary balance of the energy sector. The authorities’ medium-term strategy and
detailed policies for 2001 for the financial rehabilitation of the quasi-fiscal sectors are
detailed in the MEFP (paragraphs 20-24 and 49-50, respectively).

49, As indicated in the JPRSP, establishment of an efficient governance system is crucial
for poverty reduction. The authorities believe this has been one of the main impediments to
poverty reduction. Efforts to improve governance will involve structural fiscal reforms in the
arcas of tax administration and expenditure contro! to increase transparency (in the areas
enumerated above, including external audit of the use of SPA proceeds), as well as legislative
changes and other measures to combat corruption. The staff welcomed the authorities’ efforts
to combat corruption, including by having recently established an anti-corruption
commission, to be coordinated by the Prime Minister, which has been charged with
elaborating a major program of actions in this area. Actions to reduce corruption are
important for improving the fiscal situation, attracting foreign investment, and reducing
poverty. As an important first step, and as noted in the IPRSP, the government has submitted
a revised draft law on financial disclosure of public officials, taking into account the
extensive comments received from Fund staff, to the parliament (a prior action under the
program), with a view to obtaining parliamentary approval by end-June 2001 (a structural
performance criterion under the program). In parallel, the authoritics intend to achieve
enactment of a new civil service law, which has been developed in close consultation with
the Bank staff. To improve public administration, the government has established a working
group that is currently preparing a framework to define government functions consistent with
the government’s capacities, and to consider ways in which further decentralization and
delegation of authority might be beneficial.

E. External Outlook and Capacity to Repay the Fund

50.  The trade deficit (goods and services) is expected to narrow significantly from

27 percent of GDP in 2000 to 18 percent in 2006 owing to buoyant export growth and
subdued import growth. Part of the lower trade deficit 1s expected to be offset by higher
outflows of profit remittances and lower official transfers. Nevertheless, the external current
account deficit is programmed to narrow by 5 percentage points of GDP to less than

10 percent of GDP, about in line with a targeted increase in net public sector saving of a
similar magnitude. The program targets an increase in public sector external debt from

$862 million in 2000 to $1,348 million in 2006. In PV terms, external debt is projected to fall



2928

from 135 percent of exports'® in 2000 to 110 percent in 2006. Relative to fiscal revenue, PV
debt is projected to fall from 179 percent in 2000 to 136 percent in 2006 (Figure 8).

51.  The targeted improvement of nearly 4 percentage points of GDP in the government
net savings balance under the baseline scenario is ambitious, and it might not materialize.
The strong growth of exports in the baseline scenario is predicated on continued strong
inflows of FDIL So far, FDI has been boosted by the privatization process but as that process
tapers off, FDI inflows may well fall rather than increase. Given the high degree of
uncertainty, the staff has developed an alternative scenario under which lower FDI inflows
would lead to lower growth of real exports and real GDP, and as a consequence the external
debt burden would not fall during the projection period. In the downside risk scenario, the
external debt burden after 2006 would become increasingly unsustainable, which might
necessitate a debt restructuring in the latter half of the decade. Appendix V contains a more
detailed discussion of the assumptions underlying the medium term balance of payments and
external debt projections, and the possible implications of the alternative scenario.

52.  Over the period of the PRGF arrangement (second quarter 2001 to first quarter 2004)
there is an estimated financing gap of $200 million. The Fund and the Bank are expected to
fill the bulk of this financing gap (with new disbursements of $90 million from each
institution). It is anticipated that the remaining financing gap of $20 million (in the fourth
quarter of 2001) could be filled by new donor support in the context of a World Bank CG
meeting. In particular, the World Bank has initiated contacts with donors and a CG meeting is
planned for early July. After the first quarter of 2004, the overall balance of payments is
expected to remain in balance, but this will not allow the central bank to accumulate gross
reserves so as to maintain reserves at the equivalent of around 3'2 months of imports. The
resulting residual financing gap in the outer years (5152 million from the second quarter of
2004 to 2006) is relatively large, reflecting in part significant repayment obligations to the
Fund, If the gap in the outer years were to remain unfilled, gross reserves would only
constitute about 2 months of imports by 2006.

53.  The proposed access under the PRGF arrangement is SDR 69 million (75 percent of
quota), If all disbursements take place as scheduled (Table 14}, outstanding credit to the Fund
will increase from SDR 133 million (145 percent of quota) as of end-March 2001 to

SDR 160 million (174 percent of quota) by end-March 2004. During the pertod of the
arrangement, Fund credit will remain below 60 percent of gross reserves and below

20 percent of external debt (Table 11). Armenia’s debt service to the Fund will peak at

'8 Three year moving average of exports of goods and services centered on the preceding
year.
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Figure 8. Armenia: External Debt and Debt Service, 1998-2006 1/
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- Sources: Armenian authorities; and Fund staff estimates.

1/ Including debt and debt service arising from potential financing asscciated with the cumulative
financing gap. Medium- and long-term public and publicly guaranteed debt only.
2/ Three-year moving average of exports of goods and services centered on the preceding year,
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around SDR 25 million in 2004-05, equivalent to about 4} percent of export earnings or
8% percent of gross reserves.

54.  To date, Armenia has serviced its debt to the Fund in a timely manner and—given the
relatively modest debt service obligations and the authorities’ strong commitment to maintain
macroeconomic stability—it is expected that Armenia will continue to do so. The main risk
to the Fund would lie in an abandonment of policies designed to ensure macroeconomic
stability. In such a case—in which gross reserves could soon be depleted and export
performance could suffer to the extent that the external debt burden became unsustainable —
the relatively high share of Fund credit in total debt could make the Fund vulnerable.

V. PROGRAM MONITORING

55.  The authorities have implemented several measures prior to Board consideration of
the program, in order to demonstrate their strong commitment, as described in paragraph 54
of the attached MEFP as well as in the Technical Memorandum of Understanding (TMU).
Quantitative performance criteria, quantitative benchmarks, and indicative targets under the
new program are specified in paragraph 55 and Table 1 attached to the MEFP, as well as in
the TMU. In particular, the program includes a quantitative performance criterion on the
primary balance of the energy sector, given that sector’s importance for the budget as noted
above. Structural benchmarks and the structural performance criterion under the new program
are specified in Table 2 attached to the MEFP, as well as in the TMU. The arrangement will
involve semiannual monitoring, disbursements, and reviews.

56.  The set of areas subject to structural conditionality under the proposed PRGF-
supported program is broadly the same as under the previous ESAF-supported third year
program, although some areas would now be left to the World Bank, and there are fewer
structural benchmarks (6 versus 14; sce EBS/98/213, Supplement 1, 12/8/98, pp. 14-15).
Structural benchmarks were included in the areas of treasury management and tax
administration, which are important for fiscal performance, and bank bankruptcy legislation,
which is important to ensure that the CBA has the authority to deal effectively with problem
banks. Measures in the areas of privatization, civil service reform, and the social safety net
had been included under the ESAF-supported program but under the proposed program
would be covered under the World Bank SAC IV and its other lending programs.’® As noted
- above, the proposed program also includes a structural performance criterion in the

' The proposed SAC IV includes board presentation and/or tranche release conditions related
to energy sector and other privatization, improved targeting of poverty allowances, and
pension reform. The Country Assistance Strategy envisages a separate public sector reform
project, preparation of which is scheduled to commence this fall, The proposed SAC IV
would also include a number of issues related to public administrative reform, including
measures to improve the business environment and strengthen the judiciary.
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governance area (approval by the parliament of a financial disclosure law of public officials),
reflecting the importance of improved governance for budget execution and for improving the
climate for private investment.

VI. STAFF APPRAISAL

57.  Following the political turbulence of late 1999 and early 2000, the authorities are to
be commended for implementing macroeconomic and structural reform policies that have
succeeded in maintaining low inflation and stopping the build-up in arrears, while laying the
foundation for a resumption of economic growth. Even prior to the period of political

" instability, however, the external debt burden had grown to worrisome levels, especially in
relation to exports. In addition, starting in the last quarter of 1999, tax revenues fell
significantly relative to their budgeted level, reflecting weak economic activity and a
deterioration in tax administration. As a result of the revenue decline and delays in
disbursements of external financing related to slippages in the privatization of the EDCs,
budgetary arrears accelerated sharply. Since the appointment of a new government in
mid-2000, however, economic activity and tax revenues have begun to recover and budgetary
arrears have stabilized. However, there is still a very large arrears carryover.

58. To address Armenia’s external and fiscal vulnerabilities, and to ensure a sustained
resumption of economic growth as the comerstone for efforts to reduce poverty, the
authorities have adopted a comprehensive and ambitious three-year macroeconomic and
structural adjustment program. They are determined to strengthen public finances to eliminate
the outstanding stock of budgetary arrears, maintain a rate of monetary growth consistent
with continued price stability, progressively eliminate financing gaps in the quasi-fiscal
sectors, further improve regulation of the banking sector, and improve govemnance and reduce
corruption through increased transparency. The envisaged reforms are consistent with the
IPRSP and will be modified appropriately once the PRSP has been finalized.

59.  The need to strengthen public finances in order to eliminate the stock of budgetary
arrears in 2002, and lower the external debt burden progressively over time, will pose a major
challenge for the authorities. Nevertheless, the authorities have made a good start by
strengthening tax collections and cutting expenditures in the second half of 2000.
Importantly, the parliament passed a state budget for 2001 that entails a significant further
adjustment in revenues and especially expenditures, which poses certain risks given the large
reduction in expenditure commitments and the significant revenue increase predicated on
administrative improvements. However, even with these important policy elements in place,
it will still be necessary to carry over a substantial amount of arrears into 2002 even if
additional sources of financing can be identified, including from a Consultative Group
meeting that the World Bank plans to hold in the summer. In view of these challenges, the
authorities are strongly urged to implement measures to improve tax administration and
strengthen expenditure control, forcefully and without delay. In the event that revenues are
higher than the budgeted amount, the excess should go directly to reduce arrears. Pension
benefit arrears should be cleared as soon as possible and the collection of overdue pension
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contributions expedited. Any bridging operation involving the Special Privatization Account,
if absolutely necessary, should only be conducted under extraordinary circumstances, be of
brief duration, and should be a bridge to near-certain concessional external financing.

60.  While the rapid growth in monetary aggregates in the second half of 2000 is
worrisome, the CBA is to be commended for bringing reserve money down in the first
quarter of 2001. Nevertheless, the CBA should stand ready to tighten monetary policy further
should inflation prove higher than anticipated. The staff welcomes the CBA’s decision to
continue to use an indicative path for reserve money to guide the day-to-day implementation
of the monetary program. Efforts to enhance the coordination of monetary and fiscal policies
must continue. The achievement of the monetary targets will depend in part on contimuing to
enforce the prohibition on inter-quarter net credit to the government by the CBA, while
allowing the exchange rate and interest rates to reflect underlying market pressures.

61.  The staff believes that the authorities’ flexible exchange rate policy is appropriate,
although their commitment has not really been tested since the exchange market has not
experienced heavy pressure. Indicators of external competitiveness and recent
macroeconomic performance suggest that Armenia weathered well the Russian currency
crisis in 1998, The staff concurs with the authorities that under the current circumstances the
leve] of the exchange rate is broadly appropriate.

62. While the reported data for the Armenian banking system point to a relatively healthy
financial system, the underlying situation contains a number of weaknesses and
vulnerabilities. The authorities are urged to implement the measures envisaged in the
program to strengthen the banking sector, especially given the weaknesses and vulnerabilities
highlighted in the FSSA.

63.  Recent progress in reducing the burden of external debt is welcome but a cautious
approach to external borrowing must continue to be pursued and the staff supports the
authorities’ intention to use privatization proceeds to improve the country’s debt profile. The
authorities should move quickly to regularize external payments arrears with Russia on a
transparent basis. They deserve praise for maintaining a liberal trade and exchange system
and for their resolute pursuit of WTQ membership.

64. Successful implementation of the financial rehabilitation of the quasi-fiscal sectors is
necessary to ensure macroeconomic stabilization and should be accorded a high priority. In
this regard, privatization of the EDCs is essential for the financial rehabilitation of the energy
sector and the staff commends the authorities for moving ahead with the tender process in a
transparent manner. Moreover, there is a need to resolve the issue of large energy sector
debts. The authorities are also urged to move expeditiously to restructure the other quasi-
fiscal sectors, especially since shortfalls in energy payments by these sectors constitute a
major source of the financing gaps in the energy sector.
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65.  The authorities’ medium-term strategy to pursue high and sustained growth through a
substantial improvement in the overall business climate, with competitive markets guiding
the allocation of resources to activities driven by private sector initiative, is appropriate. The
- authorities understand that the success of this strategy depends on consolidating and
sustaining macroeconomic stability, and proceeding decisively with the next stage of
structural, legal, and institutional reforms. Their determination to promote domestic savings
and private investment, to maintain the official international reserve position, and to reduce
the external debt burden over time, is encouraging.

66.  The staff welcomes the progress achieved in implementing the GDDS, espectally with
regard to the periodicity and timeliness of data dissemination. The authorities are encouraged
to continue efforts to improve the quality and timeliness of information especially on the
national accounts, balance of payments, and socio-demographic indicators. While the
authorities regularly report the minimum core data used for surveillance, further
improvements are needed especially in the timeliness and quality of data relating to the
economic activity and finances of local governments and major state-owned enterprises.

67.  Despite the encouraging signs noted above, there are nonetheless risks to the program.
The main risk to the Fund would lie in an abandonment of policies designed to ensure
macroeconomic stability. The program is also predicated on large amounts of external
financing from other IFls and bilateral donors which, if delayed, would put the program at
risk. In addition, the medium term projections are subject to a high degree of uncertainty
related to the possibility of external shocks. Nevertheless, the authorities have agreed to a
comnprehensive and ambitious, yet feasible policy program. In the opinion of the staff, they
have demonstrated an acceptable track record based on their performance since mid-2000,
and by achieving all prior actions. Despite the risks, the staff recommends Executive Board
approval of Armenia’s request for an arrangement under the Poverty Reduction and Growth
Facility.

68.  Itis proposed that the next Article IV consultation with Armenia be held on the
standard 12-month cycle.
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Box 1. External Competitiveness in 1998-2000

1. The real effective exchange rate appreciated significantly following the Russian currency crisis in
August 1998 (Figure 4). A key issue for external competitiveness is whether the real effective exchange rate
depreciation since eatly 1999 has restored Armenia’s competitiveness or whether the dram remains over-valued.
This box considers a variety of evidence including real effective exchange rates, regional comparisons of
average U.8. dollar wages, and trends in trade and the current account balances.

2. The evidence suggests that external competitiveness has been restored to the level prevailing prior to
the Russian crisis:

e  The real effective exchange rate (REER in the INS) appreciated by 11 percent during 1998, reflecting in
part a 13 percent real appreciation in September in the immediate aftermath of the Russian devaluation;

«  During 1999 and 2000, the REER depreciated by 4 and 12 percent respectively bringing the level of the
REER by the end of 2000 down below the level of end-1997;

¢ The INS weights arc increasingly outdated; in particular the share of Turkmenistan is unwarrantedly high.
However, using 1997 DOT weights does not qualitatively change the conclusion that the real effective
exchange rate shock was reversed by end-2000.
3. A comparison of average U.S. dollar wages in Armenia with those prevailing in other CIS countries
indicates that Armenia has remained one of the lowest wage countries in the region (Figure 2). However, the
Russian currency crisis did sharply increase Armenian wages relative to CIS-wide wages from 22 percent in
1997 to 32 percent in 1998, This trend has not been reversed; indeed, by 2000 Armenian wages had risen to
54 percent of average CIS wages. The trend in Armenian wages follow broadly similar trends in Georgia and
Azerbaijan and it is associated with higher economic growth in these countrics relative to CIS over the
1995-2000 period. This may suggest that the increase in relative wages in Armenia mainly reflects relatively
higher productivity growth and does not, therefore, evidence an erosion of competitiveness within the CIS.

4. The external current account deficit has narrowed considerably, from 21.2 percent of GDP in 1998 to
less than 15 percent in 2000 (preliminary actual), as imports were sharply lower in 1999 and exports were quite
buoyant in 2000. At the same time, economic growth remained robust.

These indicators—and macroeconomic performance in 1999 and 2000—suggest that Armenia weathered well
the real exchange shock to its economy and that there is no apparent evidence to suggest that external
competitiveness is not adequate.
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Box 2. The Poverty Reduction Strategy

1. As described in the TPRSP, there was a sharp increase in poverty in the 1950s as a result of the 1988
earthquake, the collapse of regional trade and payments arrangements with the dissolution of the Soviet Union i
1991, and the conflict in Nagorno-Karabakh and related disruptions in regional trade. The increase in poverty
was associated with an increase in inequality.

2. Declining economic activity, growing unemployment, decreasing wages, and the growing informal
sector of the economy caused a near collapse of the old social insurance and safety nets mechanisms.

3. A major effort to reduce poverty is central to the authorities’ program. The authorities’ poverty
reduction program consists of the following main components:

. Measures to enhance economic growth prospects which will have the greatest impact on reducing
poverty. The key to poverty alleviation, and to reversing the pattern of increasing income inequality,
will be economic growth;

. Efforts to fight corruption and reform the civil service;

. Improved targeting of the allocation mechanism for family allowances and strengthened administrative
capacity for monitoring and evaluation; *

. Advancing the pension reform. In the medium term the objective is to strengthen the public pension
system to provide security for old age pensioners while reducing budgetary costs;

. A shift in government expenditure toward the poor (particularly in the health and education areas); and

. Strengthened labor market policies through simplifying administration of payroll taxation, streamlining
the legal framework, and liberalized employment regulations.
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Table 2. Armenia: Quantitative Benchmarks and Indicative Targets, 1998-2000 1/

1998 1999 2000
Dec, Mar. Jun, Sep. Dec. Mar. Jun. Sep. Dec.
ESAF-gupported program Authorities' program
Quantitative benchmarks (Maximum levels in miltions of drams; end-peried stocks)
Wet domestic banking system credit to general government
Program 2/ 20,640 24,310 17,535 21,159 21,989
Actual 20,006 15,989 16,747 12,482 15,368 15864 13,656 10,374 9,302
Net domestic assets of CHA
Prograim 2/ 6,122 7,683 6,15t 5,042 6,339 4,050 7,521 6,255 2,296
Actual 2,857 3,636 4,566 =4,430 651 1,377 5,856 1,437 293
Domestic expenditure arrears (continucus critcrion) 3/ 2,176 1,825 13,460 24072 26,303 42,233 50,818 56,311 56,961
{Maximum levels in millions of U.5. dollars; end-of-period stocks)
Ner dishursements of short-term a 1] i ¢ 0 0 0 0 4}
external debt 4/ 5/
Contracting and guaranteeing of new 0 0 0 0 0 0 0 0 0

nonconcessional medium- and long-term
external debt longer than one year 5/ 6/

Of which : debt of 1-5 years maturities 5/ 6/ 0 g . 0 4] 0 Q 0 0 G
External arrears (continuous criterion)
Program a 0 3 0 o
Actual 0 0 i3 0 1 5 10 14 19

(Minimum levels in millions of U.S. dollars; end-period stocks)
Net official internationaf reserves

Program 2/ 99.5 95.0 79.4 93.6 . e 89,7 88.2 92.9 107.3
Acal 108.5 892 83.2 119.8 113.2 9316 9.5 167.8 1373
(Minimum levels in millions of drams)
State budget tax revenue 7/ 8/
Program 2/ 136,843 31423 64,710 110,503 165,734 v 171,753
Actual 133,434 28,171 64,814 111,054 161,283 27,206 62,688 104,289 152,357
{Maximum levels in millions of drams)
State budget overall cash deficit (year to day} 7/ 9/
Program 2/ 52,468 11,873 28,054 41,677 62,795 s e . 64,482
Actual 45,264 7,133 18,052 35,181 55,090 1,820 8,240 21,286 41,374
Memotandum Item (Indicative Targets);
State budget expenditure 212,907 41,806 95,996 177,835 267,764 47,283 53,688 64,300 76,234
Dram broad money (end-of-period stock) .
Program 2/ 53,770 54,308 48,289 51,792 57,163
Actual 57,539 45,819 49,666 57,956 56,288 52,828 55,730 60,741 76,722
Reserve money (end-of-period stock) 10/
Program 2/ 52,897 52,343 46,809 44,017 51,939 51,120 53,816 55,047 58,604
Actual 53,839 45,561 43,689 51,872 53,853 50,498 54404 58,057 72,390

Sources: Armendan authorities; and Fund staff estimates.

1/ Performance criteria for March 1999, Indicative targets for June, September, and December, 1999. The definitions of quantitative benchmarks and indicative targets used under
the program were presented in 2 Technical Annex (TA) to the memorandum of economic and financial policies (MEFP) in EBS/99/181.

2/ Targets for 1999 are as defined in EBS/99/181 Supplement 1. For 2000, the targets are the suthoritics' program i.e., CBA's monetary program presented to parliament
and the approved budget,

3/ Expenditure arrears of the state budget and SFSI budget, For December 1998 and March 1999 arrears refer to core expenditures as defined in the TA to the original MEFP.
For June 1999, arrears relate to all verified ciaims on the government as defined in the Supplement to the TA. Due to changes in the methodology of reporting atrears and the extent
of reporting, these figures differ from those in the previous staff report,

4/ Cymulative from December 31, 1998. Excluding normal import-related credits and seles of T-bills to nonresidents.

5/ Program and actual figures were both equal to zero.

6/ Cumulative from December 31, 1998, The definition and coverage of nonconcessional debt is presented in the TA to the MEFP.

7/ Tatgets for each year are cumulative from end of previons year,

8/ In 1998.99, includes local government revenue, but excludes Iand and property taxes. In contrast, the definition of “state budget" in Table 3 refers only to central government
and excludes local governments.

9/ Inciudes expenditures financed with the use of privatization proceeds.

10/ In addition, this target was subject to an upper and lower bound as specified in the supplement to the TA to the MEFP.



Table 3. Armenia: Selected Economic Indicators, 1998-2003

19%8 1999 2000 2001 2002 2003
Year Year Q1 Q2 Q3 Q4 Year 0] Q2 Q3 Q4 Year
Preliminary Projections
Real sector
Nominal (GDP (in billions of dram) 959 988 131 218 g 356 1,032 155 239 353 402 1,149 1,254 1,369
Real GDIP prowth {percent change) 1/ 7.3 33 03 4.0 iz 12.5 6.0 1.8 7.3 29 57 6.5 6.0 6.0
GDP in millions of U.S. dollars 1,899 1,847 248 AR 602 648 1915 283 434 642 T30 2,089 2,280 2,439
GDP deflator {percent change) 1/ 11.2 0.1 02 2.8 =24 0.0 -4 6.4 1.9 29 6.7 4.5 30 3.0
Inflation (in percent} 2/
Period average 1/ 8.7 0.7 0.l -1.5 -1.0 037 -0.8 z.5 43 6.2 49 4.5 3.0 3.0
End-of-period 3/ -1.2 2.1 03 -2.0 -1.2 0.4 0.4 2.5 5.0 6.1 35 3s 30 3.0
Exchange rates (drams/U.5. dollar) 2/
Period averape 505 3313 527 536 343 550 540 551
End-of-period 522 524 528 348 536 552 32 345
Fiscal sector (in percent of GDI}
State budget
Revenuc and grams 171 19.3 23.6 17.3 13.0 15.4 16.3 290 19.4 14.5 13.7 17.2 17.6 18.0
Of which : tax revenue 13.6 16.1 20.8 16.2 12.7 13.5 14.8 228 17.8 13.2 12.1 15.1 16.5 16.9
Expenliture 29 26.5 362 246 19.7 19.8 228 28.0 26.8 15.1 17.1 21.2 20.2 209
Of which : current expenditure 163 19.2 316 18.5 149 14.0 175 221 19.8 14.6 13.6 16.3 15.6 16.5
Cash deficit 3/ -4.7 -5.5 -1.4 -2.9 -4.0 -5.5 -4.0 0.9 -11.5 -6.7 -3.4 -5.5 3.8 -3.0
Accrual deficic 4.8 -7.2 -12.6 -6.8 -5.7 -4.4 -6.4 L1 -14 -4.6 =34 -4.0 -2.5 -390
Change in arrears 0.5 20 11.5 29 232 -2.4 19 -0.2 4.0 -2.1 0.0 -1.5 =30 o
Measures/Gap 0.0 0.0 0.0 0.0 ¢.0 0.0 0.0 0.0 0.e 0.0 0.0 0.0 0.8 0.0
Statistical discrepancy 0.4 -0.2 0.3 1.0 0.4 1.3 0.3 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Monetary sector 2/
WNet domestic assets of the CBA 5/ 42 07 1.8 89 &1 -2.0 0.3 -0.8 2% 0.9 3.6 <7
Reserve money (end-of-pedod growth rate, in percent) 6.5 0.0 -6.2 i 6.7 247 344 -15.1 2.0 54 4.6 2.0
Broad money (end-of-period growth rate, in percent) . 360 13.6 15 83 17 17.1 387 4.5 3.3 6.0 71 12.0
Broad money velocity 6/ 10.0 9.1 4.7 7.3 10.2 9.5 6.9 43 6.4 9.0 9.5 6.8
Dram broad money (end-of-period growth rate, in percent) 233 -2.2 -6,1 535 9.0 26,3 36.3 ~15.2 5.8 53 3.1 -0.6
Dram velocity 6/ 16.7 17.6 5.9 157 215 146 135 5.6 13.9 19.5 211 15.1
External Sector
Current account balance 7/
(in millions of U.8. dollars) =515 -401 -108 =100 -63 -110 -382 -68 -108 -106 -113 -394 -375 -361
(in percent of GDP) -27.1 217 -43.7 -24.6 -10.5  -16.7 -19.9 -24.0 -24.9 -16.4 -15.5 -18.9 -16.4 -14.3
Total external debt )
{in millions of [1.8. dollars) 787 855 856 858 860 862 862 873 895 933 968 968 1048 1105
(in percent of GDP) 41.4 46.3 44.3 44.9 45.0 45.1 45.1 41.3 429 44,7 46.3 46.3 46.0 44.4
External debt service {in percent of exports of goods and services) 19.0 14.3 222 8.0 7.8 74 0.7 16.3 13.2 142 142 15.0 12.0 120
Gross official intenational reserves {in millions of U.S.§} 298 305 287 280 286 KAL) 314 293 31t 3z 336 336 344 347
(in months of next year's imports of goods and services) 19 3.8 33 32 3.2 36 36 12 34 36 3.7 37 3.6 35

Sources: Armenian authorities; and Fund staff estimates,

1/ With respect to the same peried in the previous year.

2/ Figures for Q1 2001 are preliminary actuals.

3/ Inflation duripg the previous |2 months.

4/ Deficit as measured by financing.

5/ Change in percent of reserve money af the beginning of the period.

6/ Based on GDP for the perivd, seasonally unadjusted for guarterly figures.

T Excludes official transfers.

Le
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{In millions of drarns; unless otherwise indicaied)

1998 1/ 1999 1/ 2000 1/ 2000 2/ 2001
Year Q1 Q2 3 04 Year Year Ql Q2 Q3 Q4 Year
Aciual Actual Actual Actual Projections
Central Benk of Armenia
Net intemnational reserves 3/ 50982 53,425 49,121 48,548 56,620 72,097 72,007 76,360 66,005 69,769 73,991 79,780 79,780
Net domestic assets 2,857 428 1377 5856 1437 203 293 -3,970 4,575 2,819 3380 5,955 -5,955
Credit to government {net) 9270 8306 7,045 7,881 7930 8292 8,202 8,202 5201 8292 8292 8292 8,292
Credit to banks {net} 2,738 1,352 2,385 5,080 3,340 3,332 3,332 3332 2,454 3172 3444 2,747 2,747
Other items (net} 9,151 3230 8,053 7005 9,833 -11,331  -11,331 -15,504  -12230 14,283 -15125 -16994 16,994
Reserve money 53,835 53,853 50,498 54404 58,057 72,390 72,390 72390 . 61,430 66,950 70,562 73,828 73,825 .
Currency issuc 45345 45482 39,040 41,825 46376 6873 61,873 61873 49,000 $2,303 55019 57.91% 57,919
Depoxits 8,494 8,371 11,458 12,579 11,681 10,517 10,517 10,517 12,410 14,647 15,543 15,904 15,506
Banking system
Nef forsign assets 17,564 31,105 25,151 23450 42,531 57844 57344 62,107 55288 55,064 59720 67,925 67,925
Net domestic assels 77,948 77440  B5,072 95,934 26,064 92,755 . 92,755 83,492  §8,544 92,633 97,795 100,746 100,746
Credit to governmant (net) 20,006 15,368 15,864 13,656 10374 9,302 9,302 9,302 5,556 10,769 11,161 12,003 12,003
Credit to economy (net) 78992 85,105 90,645 9R950 98,652 104,039 104,039 104,039 162,551 105,149 109947 113,273 113,873
Other items (nef) 21,050 23,033 21437 (16672 22962 20,585 20,585 24,840 (10,563 23285 23253 25129 25,129
Broad money (M2X) 4/ 95,512 108,545 110,223 119,393 128,595 150,599 150,599 150,599 143,832 148,597 157,524 168,671 168,671
Curreney in circulation 41370 42,610 36,639 39286 44,158 59486 59,486 59,486 46,5905 50,031 52,582 55439 55439
Depodits 54,144 65935 73,584 80,107 B4437 91,113 91,113 91,113 96,927 98,566 104,942 113,232 113,232
Dram 16,167 13,678 16,189 16444 16583 17,236 17,236 17236 18,152 18,816 19,937 20,805 20,805
Foreign currency 37,975 52257 57,395 63,663 67854 73877  T3RNT J877 TS 79,750 85005 92427 92427
Memorandiun items:
Dram broed meney (M2) 57537 56,288 52,828 55,730 6074t 76,722 76,722 76,722, 65,057 68,847 72,519 76,244 76,244
(in percent of M2X) 60.2 519 47.9 46,7 472 509 509 509 452 46.3 45.0 45.2 452
Annual GDP 058,791 098R,074 1.4, na. na. na 1,032,455 1,032,455 Tn.a. n.a. na. na. 1,149,000
Quarterly GDP na. nE 130,719 218,449 327,136 356,151 na. na. 155479 238,681 353,070 401,770 na
Velovity M2X 5/
(end-of-period) 100 9,1 6.9 6.9 68
(average) 1.5 10.0 3.1 8.1 75
Velocity M2 5/
(end-of-perind) 187 176 135 135 151
(average) 18.7 189 15.8 168 163
Multiplier M2X 177 2.02 218 219 22 2,08 2.08 208 234 222 223 . 228 2.28
Of which : o/d 0.84 0.69 {.53 0.52 0.55 .68 0.68 Q.68 0.51 0.53 .52 051 0.51
d 0.18 0.13 .16 0.16 0.14 0.16 0.16 0.16 0,13 0.15 6,15 0.14 0.14
Percentage change in RM {nominal) 7/ 6.5 0.9 344 344 2.0
Percentage chanpe in M2X (nominal) 6/ 6.5 1.5 83 1.7 17.1 4.5 6.1 6.0 7.1
Percentage change in M2 (nominal) 6/ 20 6.3 55 90 263 -152 74 53 5.1
Percentage change in M2X (nominal) 7/ 36.0 13.7 387 387 12.0
Percentage change in M2 (nominal) 7/ 233 =21 363 363 -0.6
Change in NDA of banking system 6/ . 7,632 10,862 9,870 6,601 e 52 3956 5162 2951
Change in NDA of banking system 7/ 37,650 -508 15,315 11,652 e 12,254
Stack/GDP {annual} 8.3 7.8 e 9.0 g6 8.8
Changs NDA/M2X beginning of period 6/ 70 9.9 8.3 51 0.0 2.8 35 1.9
Cheange NDA/M2X beginning of peried 7/ 536 14.1 162 8.1
Change in credit to economy 6/ o 5,541 8,305 -298 5,387 v . «1,488 3,585 4,798 3,926 v
Change in credit to economy 7/ 30,502 6,115 18,934 18,934 . 9,834
Siock/GDP (amnual} 84 8.6 . 101 10,1 . 9.9
Change in credit’M2X beginning of period 6/ 51 75 0.2 42 -1.0 2.6 32 2.3
Change in creditM2X beginning of perind 7/ 43.4 6.4 174 174 65

Sources: Cemtral Bank of Armenia; and Fund staff estimates.

1/ NIR is based on the program exchange rate of diam 470 per U3 dollar for 1998 and of 525 per U.S, dollar for 1999-2000 as indicated.

2/ NIR is based on the new program exchange rate of dram 552.18 per U'.S. dollar,

3/ NIRis adjusted to sxclude KW loans (which are long lerm loans) friom the liabikties side.
4/ Broad money (M2X) is defined as dram broad money (M2) plus foreign currency deposits.
5/ Quanterly velocity are derived from comssponding quarterly GDP and yesr velocity are derived from year GDP.

&/ Compared to the previous quarter,
7/ Compared to the previous year.
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Table 5. Armenia: State Budget, 1998-2001
{In millions of dram}

1998 199% 2000 2001
Y ear Q1 Q2 Q3 Q4 Year Q1 Q2 Q3 04 Year
Actoal  Prelim. Preliminary Budget  Prefim. Projection Budget
Total revenue snd grants 163,812 190,917 30,848 38,786 45,546 54,835 202,096  176,HS 45,158 46,328 51,126 54,990 197,602
Total revenue 154,755 175,817 30,808 38,532 42,821 51,273 184,522 1634M 40505 44,138 48400 50,267 183,210
Tax revemie 130,394 158,803 27,206 35,482 41,601 43,068 171,753 152,357 35480 41,512 46,645 48,668 173,304
Vahe-added tax 59,844 68,270 1,543 16,141 17,190 22,617 76,785 67,491 15,728 20,631 21,938 24,239 82,535
Fxcises 19397 21,677 4,209 5,682 7,149 8,363 29,007 25,403 7.7 7,375 9,719 9,650 34,476
Enterprige profits tax 12,204 21,499 2,749 4,415 7491 5,665 17,000 20,320 5177 6,047 5,129 4493 20,846
Personal income tax 13,492 17,548 3,041 2,368 3401 3,957 11,700 13,367 2,323 2,435 3,191 3,119 11,067
Land tax 66 Ti 12 3 1 3 47 19 0 1 1 5 8
Customs duties 10,625 8,051 1,682 1,873 2,27 2,846 8,300 8,672 1,983 2,229 1,926 2491 8,629
Other taxes 10,519 16,418 3,088 3,446 3,102 3,297 25,373 12,930 1,689 2,763 1,397 3,263 11,312
of which stamp dutiss 9910 9,743 1,595 2,130 2,504 2,593 9,543 8,822 1438 2415 2,717 1,771 2,400
Presumptive ncome tax 3,938 5,000 856 925 95% 1,284 3,081 4,034 843 1,026 1,136 1,401 4406
Property tax 243 269 29 29 27 35 40 120 4 5 9 8 26
Nontax Teveriie 24,361 16,254 3,602 3,050 1,220 3,191 11,509 11,063 4,155 1,387 1,723 1,289 8,555
Capital revenme Q 760 [+ 0 0 14 1,260 14 70 2410 12 316 1,351
Crants 1/ 9,056 15,100 4 254 2,725 3,561 17,574 6,582 4,753 2,194 2,725 4,724 14,392
Total expenditore 210,133 262,005 47,293 53,688 64,300 70,498 259,621 235770 43 464 64,085 67,517 68,802 243,812
Current expenditure 156,544 139,658 41,341 40,468 48,752 49,883 190,049 130,444 34314 47279 © 51,586 54,466 157,846
Wages 26364 30,486 8,162 7,051 7923 9,727 32,647 32,363 7,441 8,150 8,187 8,033 32,750
Subsidies 812 13,958 582 2,968 3,225 1,444 7,449 8,218 161 210 3,135 3,141 6,587
Interest 17,808 19,845 4,971 4,819 4,039 3491 17,209 17,320 3,698 5,114 4,757 4,079 17,648
domestic nterest 10,677 12,907 2,449 3,068 2,310 1,527 2,999 9,354 1,666 2416 2,746 1,991 8,319
external interest 7131 6,938 2,522 1,751 1,729 1,964 8211 7,966 2,031 2,697 2,01 2,089 8,829
Transfers 30422 48,001 10,240 8,321 11,992 15,212 48,106 45,765 12,125 11,164 12,809 13,667 49,763
Family allowances 14,754 21,391 4,801 4,081 4,680 6,148 19,206 19,710 4,177 4,177 4,177 4,177 16,706
Pension conlributions 3,557 5,225 1,293 1202 1,420 2,553 5173 et 1,607 1,922 1,921 2,234 7.684
Reserve fund and contingent labilities o 8,540 e o 960 98 6,260 1,987 2,942 500 767 1,198 5,407
Other transfers 8,632 8,672 1,567 2,023 3144 . 4933 11,590 11,667 1,643 2,807 4,188 4,301 12,936
Transter to State Fund for Socfal Insurance 3479 4,203 1,649 1,016 1,788 1479 5,878 5,932 1,758 1,758 1,758 1,758 7,030
Goods and gervices 81,138 17,338 17,386 17,308 21,574 20,009 84,636 76,277 10,950 22,602 22,69% 24,647 80,898
Health 17,112 14,257 4,512 590 7,246 1,227 16,662 14,575 2,002 3,130 4,018 6,071 15,218
Education 5,262 6,723 1,278 1,598 4,341 343 9,857 7,565 1,828 2,170 3,538 1,859 9,396
Other 58,764 56,258 11,596 15,120 9,987 17,434 58,117 54,137 7,120 17,302 15,145 16,17 56,284
Capital expendisre and net lendmg 53,589 T3AT 5,043 13,220 15,548 20,616 69,572 55,326 9,153 16,806 15,931 14,336 $6,226
Capital expenditare 44,749 45661 3,225 8,573 10,624 17,296 51,657 39,7119 6,396 14,208 12,265 11,7686 44,633
Foreign financed 21,036 24,031 2,509 3,567 4,020 6,921 26,300 17,018 4,633 8,351 8,303 7,790 29,125
Domestic financed 2/ 23,713 21,630 716 5,606 6,604 10375 4857 22,701 1,713 5,856 3,962 3,976 15,508
Met lending 8,840 26,686 2,718 4,646 4,923 3,320 17,915 15,607 2,757 2,598 3,666 2,570 11,593
Foreign financed 1,601 8153 943 1,441 2,467 1,197 8,741 6,043 1,274 238 1,294 497 2,711
Domestic financed 7.239 18,533 1,775 3,205 2,456 7,123 9,174 9,559 1,483 2,361 2372 2,687 %882
Ovwerall deficit (accrai)(-} -46,321 -71,088 -16,435  -14,902 -18,754  -15,664 -57,525 -65,754 1,691 -17,757  -16391 -13,811 -46,26%
Accumulstion of new arrears 3/ 5,070 19,420 19,606 8279 9.48% HA4T6 0 30,955 -349 9,4kt -7.308 i} -17,138
Clearance of 1999 arrears 0 0 -4,549 -1,980 2,467 2,156 -6961  -11,092 o i 0 [ i}
Overall deficit {cash) before measaras (=) 41,251 -51.668 -1,378 -8,602 -11,676  -24,236 -64.486 45,891 1,341 27,338 23,609 -13.61 -63,507
Measures/gap 1] 0 i 0 o 0 a 0 a 1 0 o o
Statistical discrepancy -3,783 -2,445 442 2,182 -1,370 4,701 4 5,071 0 [ 0 [} Q
Overall deficit (cash) after measures {-) 45034 -54,113 -1,820 6420 13,046 -19,534 -64,482 40,520 1,341 27,338 23,699 -13,811 -63,507
Deficit / Finsncing 45,034 54,113 1,820 6,420 13,046 19,534 64,482 40,820 41,341 27,338 23,699 13,811 63,507
Domestic financing 20,463 7,804 818 3917 6,850 13,753 16,608 15,368 -5,840 12419 3,741 3214 13,535
Banking system 5,712 -4,438 495 2,207 -3,282 -1,074 0 -6,068 L0246 449 332 502 2,700
Central Bank of Armenia -65 75 -1,262 837 48 364 0 -13 0 o ] 0 Q
Rest of banking system 5,777 -4,563 1,757 -3,044 -3,230¢ -1438 1] -6,055 1,626 440 33 1174 2,700
Nonbank 14,751 12,292 323 6,124 10,162 14,827 16,60% 31,436 -6,867 11,978 3,409 2,313 10,835
Privatizaticn procesds 2/ 21,277 10,91 562 1,432 4,630 14,885 14,715 21,509 -7,52% 11,720 3,228 1,752 9.17%
Treasury bilis 6,009 2,041 239 4772 5,532 .45 2,000 10,020 684 291 1 601 1,800
Promissory notes / Other -517 =720 4 -80 il -13 -107 -3 26 -35 40 -0 -140
External Finaneing 571 46,309 1,002 2,50% 6,166 5,781 47,874 15452 4499 14,91% 15,958 10,596 49,972
Gross mflow 4/ 60,903 56,789 3,777 5507 8,014 9302 65,147 26,602 6,375 18,560 22339 17,790 65,064
Amortization 36332 10,480 2,175 3,004 1,850 3,520 17,273 11,150 1,876 3,640 2,382 7.194 15,091
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Table 5 (Cont'd). Anmnenia: State Budget, 1998-2001

{In percent of GDF)
1998 1999 2000 2001
Year Year Q1 Q2 Q3 Q4 Year [o}] Q2 Q3 Q4 Year
Acnial Prelim. Preliminary Budget Prelim. Prajections
Total reverne and grants 171 193 26 17.8 139 154 19.6 165 29.0 194 4.5 137 v
Total revenue 16.1 C17.8 236 17.6 1341 144 179 15.8 26.0 18.5 13.7 12.5 15.9
Tax revenne 13.6 16.1 208 16.2 127 135 16.6 14.8 22.8 17.8 13.2 12.1 151
Vahe-added tax 6.2 6.9 88 74 53 64 7.4 6.5 10.1 8.6 6.2 6.0 12
Excies 2.0 22 32 2.6 22 23 2.8 2.5 5.0 31 .3 24 30
Enterprize profits tax 13 22 2.1 20 22 1.6 1.6 2.0 33 2.5 15 11 1.8
Personal income tax 14 18 2.3 14 10 1.1 1.1 13 1.5 1.0 0.9 0.8 190
Land tax 0.0 0.0 00 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Cugtoms duties 1.1 O.8 13 0.9 0.7 0.8 09 0.8 13 0.9 0.5 0.6 0.8
Other taxes 1.1 1.7 24 i6 0.9 0.9 25 13 1.1 12 1.0 0.8 1.0
of which stamp duties 1.0 1.0 12 1.0 0.8 0.7 0.9 09 0.9 10 0.8 04 0.7
Presumptive income tax 0.4 0.5 0.7 0.4 0.3 0.4 0.3 04 0.5 04 0.3 0.3 0.4
Property tax 0.9 0.0 0.0 0.0 og 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Nontax revenus 2.5 16 28 1.4 04 0% 1.1 1.1 27 06 0.5 0.3 0.7
Capits] reverme 0.9 0.1 0.0 0.0 0.0 0.0 0.1 0.0 0.5 0.1 0.0 0.1 0.1
Grants 1/ 0.9 15 1] 0.1 0.3 1.0 1.7 0.6 31 0.9 0.8 1.2 13
Total expenditure 21.9 26.5 382 24.6 19.7 19.8 25.1 228 280 26.8 19.1 17.1 212
Current expenditure 163 19.2 3.6 18.5 14.9 14.0 13.4 175 221 0. 14.6 136 163
Wapes 2.7 3.1 6.2 3.2 24 2.7 32 32 48 34 23 2.2 29
Subsidies 0.1 14 [+2] 14 1.0 04 0.7 0.8 0.1 0. 0.9 0.8 0.6
Interest 1.9 20 38 22 12 1.0 1.7 LY 24 2.1 13 1.0 15
domestic interest 1.1 13 19 14 0.7 0.4 0.9 0.9 11 10 0.8 0.5 (iR}
external inferest 0.7 0.7 19 0.8 0.5 0.6 0.8 0.3 13 1.1 0.6 0.5 0.8
Transfers 3.2 49 7.8 33 33 43 4.7 4.4 7.8 4.7 3.6 34 43
Family allowsnces 1.5 22 7 1.9 14 1.7 1.9 13 2.7 L7 12 1.0 1.5
Pension contributions 0.4 0.3 1.0 0.6 04 0.7 0.5 0.6 1.0 0.8 05 0.6 0.7
Reserve fund and contingent liabilities 0o 0.9 0.7 0.0 03 0.0 06 . B2 1.9 0.2 0.2 03 0.5
Qther transters 0.9 0.9 12 .9 1.0 14 1.1 1 1.1 1.2 1.2 11 11
Transfer to State Fund for Social Insuranee 04 0.4 1.3 0.5 03 04 06 0.4 1.1 07 0.5 0.4 0.6
Goods and services 8.5 7.8 133 7.9 6.6 5.6 22 74 1.0 9.5 6.4 6.1 7.0
Health 1.8 14 3.5 0.3 22 0.6 16 14 13 13 1.1 15 13
Education 0.s 07 1.0 0.7 13 0.1 1.0 0.7 12 0.9 1.0 0.3 0.8
Other 6.1 53 8.9 6.9 3.1 4.9 5.6 5.2 4.6 7.2 4.3 4.2 49
Capital expenditure and net lending 5.6 7.3 4.5 6.1 4.3 58 6.7 54 59 7.0 4.5 36 49
Capital expenditure 4.7 46 2.5 39 3.2 4.9 5.0 38 4.1 6.0 35 29 319
Foreig fmanced 22 24 19 1.6 12 19 26 1.6 1.0 3.5 24 19 2.5
Domestic financed 2/ 2.5 22 0.5 23 290 29 24 22 1.1 2.5 1.1 1.0 13
Net lending 09 7 21 2.1 1.5 0.9 1.7 1.5 1.8 1.1 1.0 0.6 1.0
Fareign fmanced 02 6.8 07 0.7 0.8 0.3 0.8 0.6 08 0.1 0.4 0.0 0.2
Damestie financed 0.8 1.9 14 1.5 0.8 0.6 09 0.9 10 1.0 07 0.7 0.8
Owerall deficit {(accrual)(-) -4.8 -T2 -126 648 -5.7 -4.4 5.6 6.4 11 =14 4.6 -34 4.0
Accummiation of new arrears 3/ 6.5 2.0 15.0 38 2.9 -1.8 0% kX4 0.2 4.0 21 0.0 -1.5
Clearance of 1999 arrears 6.0 =3.8 -0.8 -0.7 -0.6 -0.7 -1.1 00 a0 8.0 0.0 0.0
Overall deficit (cash) before measures(-) .3 -5.2 =11 -39 -3.6 6.8 6.2 -4 0.9 -11.5 .7 34 -5.5
Measures'gap &0 0.0 0. 0.0 oo - 0o 0.0 00 0.0 0.0 .0 0.0 a4
Statistical discrepancy 04 -0.2 -0 10 -0.4 13 0.0 0.5 il 0.0 0.0 0.0 0.0
Overall deficit (vash) after measures(-) 4.7 -5.5 -14 -2.9 4.0 5.5 -6.2 -4,0 0.9 -115 6.7 a4 5.5
Defkit / Financing 4.7 5.5 14 29 440 55 6.2 4.0 -0.9 1.5 6.7 34 58
Domestic fmancing 21 0.8 0.6 1.8 2.1 19 1.6 25 -3.8 5.2 1.1 0.8 1.2
Banking system 0.6 -0.5 0.4 -1.0 -1.0 03 0.0 -0.6 0.7 0.2 0.1 13 02
Central Bank of Armenia 0.0 0.0 -1.0 04 0.0 0.1 4.0 0.0 0.0 0.0 0.0 0.0 0.0
Rest of banking system 0.6 0.5 13 =14 -1.0 -0.4 0.0 0.6 0.7 0.2 0.1 02 G.2
Nanbank 1.5 12 02 2.8 3l 4.2 1.6 3.0 4.4 5.0 Lo 0.6 6.9
Privatization proceeds 2/ 22 1.1 04 0.7 14 42 14 21 4.8 49 0.9 04 0.8
Treasury bills 0.6 0.2 0.2 2.2 1.7 6.0 0.2 1.0 04 0.1 o1 0.1 0.2
Promigsory notes / Other -0.1 -0.1 @0 0.0 0.0 0.0 0.0 a.0 0.0 0.0 0.0 040 0.0
External Financing 2.8 47 0.8 1] 19 1.6 4.8 15 2.9 63 57 2.6 43
Gross nflow 4/ 64 57 29 2.5 2.5 2.6 6.3 2.6 41 7.8 8.3 4.4 5.7
Amortization 3.8 1.1 21 14 0.6 18 1.7 1.1 12 13 0.7 1.2 1.3
Memorandom items:

GDP 958,791 988,074 130,719 218,449 327136 356,151 1,032,455 1,032485 155,479 238,681 353,070 401,770 1,149,000
Stock of arrears at end-period 5,070 24,450 39,547 45,846 52,924 44,353 44,353 44,003 34,422 27,115 27,115 27,115
Accrual deficit excl. grants i percent of GDP -5.8 -8.7 -1246 -6.9 B.6 -5.4 =13 <16 <2.0 -84 =54 -4.6 -5.3
Cash defic# excl. grants in percent of GDP =10 ~14 -3.1 -1.8 6.5 -7.9 4.6 2.2 -12.4 -1.5 -4.6 -6.8

Adjustments for expenditures:
Estimate for energy subsidy 0.7 0.0 0.0 o0
Capital expenditure financing from privatization proceeds 1.1 t.4 1.3 n.s
Expendittires after adjustments 24.8 3.7 21.6 207

Sources: Armenian Mnisiry of Fnance; Central Bank of Atmenia; and Fund staff estimates,

1/ The grants are different from the 2001 budget figare due to dalays i the monelarization of grants m 2000, which inereased the expected receipts In 2001, and the delsy in the disbursement of a gramt.
2/ Assuming the use of dram 7 billion of privatization proceeds for capital expenditures m 2001.

3/ The allocation of the arrears within the different quarters of 2000 and the stock at end-2008 i prelimimary.

4f Dram 10,396 millions of WB disbursements for SAC 11T are reported in 1999 as they were used ta finance 1999 expenditures. In the BOF, this amount i reported in 2000.
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Table 6. Armenia: State Fund for Social Insurance Budget, 1998-2001

1998 1999 2000 2001
0l Q2 Q3 Q4 Annual Q1 Q2 Q3 Q4  Annual
Actual Prel. Preliminary Budget Peel. Preliminary Badget
(In millions of dram)
Total revenue and grants 33,751 35,195 7,943 8,056 10,517 10,814 43,600 37,330 9,726 10,874 11,967 12,528 45,094
Total revenue 30,272 31,521 6,293 7,041 8729 5,389 37,702 31,453 7.968 9,116 10,208 10,770 38,064
Contributions from payrolt 29,797 31,032 6,179 6,953 8,626 9,268 35,696 31,025 7,914 5,049 10,144 10,598 37,706
State payroll 4,785 5,225 1,293 L202 1,420 2,349 5173 6,264 1,607 1,923 1921 2234 7,684
Enterprise payroll 25,012 25,807 4,885 5,751 7,206 6919 30,523 24,762 6308 7,126 8224 8364 30,022
Self-employed and agriculture 475 462 101 84 100 118 1,986 403 40 60 60 163 323
Other revenue 0 27 13 4 3 4 20 24 14 7 4 9 35
Transfers 3,479 3,674 1,649 1016 1,788 1,425 5878 5,878 1,758 1,758 1,758 1,758 7,030
Total expenditure 34,387 31,670 9,887 10,585 9,622 8,088 40,760 38,182 9,726 9,835 9977 11,056 40,594
Penstons 33,127 4,1 8955 5,894 8944 7,786 36,126 35,579 9,162 9,162 9,162 9,182 36,647
Of which; Pension to soldiers and officers 3,479 3,770 1,649 1,016 1,788 1,425 5878 5,878 1,758 1,758 1,758 1,758 7,030
Sociai safety net compensation [ 1,422 416 302 265 29 1,493 1,012 250 340 292 277 1,158
Unemployment compensations and programs 767 1,394 285 241 213 9 2,242 747 150 150 283 1,337 1,920
Other expenditures, and statis.discrepancy 494 743 231 148 200 265 8538 844 164 183 240 281 869
0 Q 0 0
Overall deficit (accruat) (-) -635 -2,475 -1,944  -2,528 B9 2,715 2,840 8§52 G 1,03% 1,990 1,472 4,500
Change in arrears 1,306 2,068 1,867 2,619 <213 2,760 -2,840 812 0 -LOOG -1,900 -1,286 -4,136
Overall deficit {cash) (-) 671 -407 -76 20 -18 -35 0" 40 u} ag 0 136 314
0 0 0 ]
Financing -671 407 76 90 18 33 0 40 1} -39 -90 -186 -314
Gap 0 0 0 0 0 0 0 0 0 0 0 0 0
Stock of arrears by end of the FY 1,306 3374 5,241 7860 6,946 4,186 0 4,186 4,186  3,I8A 1,286 ] 0
{In percent of GDP)
Total revenue and grants 35 36 6.1 37 32 3.0 4.2 36 6.3 45 34 31 3.9
Total revenue 32 32 48 32 27 2.6 37 3.0 5.1 3.8 29 2.7 33
Contributions from payroll 31 31 47 32 2.6 2.6 3.5 30 51 EX 2.9 2.6 3.3
State paytoll .5 0.5 1.0 0.6 0.4 0.7 0.5 0.6 1.0 0.8 0.5 0.6 0.7
Enterprise payroll 2.6 2.6 3.7 2.6 22 1.9 30 24 4.1 3.0 2.3 21 26
Self-employed and agriculture 0.9 0.0 01 0.0 0.0 0.0 0.2 0.0 0.0 0.0 0.0 0.0 0.0
Other Reverme 0.0 00 .0 0.0 0.0 0.0 0.9 0.0 0.6 0.0 0.0 0.0 0.0
Transfers 0.4 0.4 1.3 0.5 0.5 0.4 0.6 0.6 1.1 0.7 0.5 0.4 0.6
Total expenditure 3.6 38 7.6 4.8 2.9 23 39 37 6.3 4.1 238 2.8 35
Pensions 3.5 35 6.9 45 2.7 22 3.5 34 5.9 38 2.6 2.3 3.2
Of which: Pension to soldiers and officers 0.4 0.4 1.3 6.5 0.5 0.4 0.6 0.6 1.1 6.7 0.5 04 0.6
Social safety net compensation 0.0 0.1 03 0.1 0.1 0.0 0.1 0.1 0.2 0.1 0.1 0.1 0.1
Uremployment compensations and programs 0.1 0.} 0.2 0.1 1N ] 0.0 0.2 0.1 0.1 0.1 0.1 0.3 0.2
Interest on bank credit 0.0 0.0 0.6 040 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Other expenditures, and statis.discrepancy 0.1 0.1 0.2 0.1 0.1 0.1 0.1 0.1 0.1 0.1 0.1 0.1 0.1
Ovcrall deficit {accrual) (-} 4.1 -0.3 -1.5 -12 0.3 0.5 0.3 -0.1 0.0 0.4 0.6 04 0.4
Change in arrears 0.1 0.2 14 1.2 -0.3 .8 0.3 [tN] 0.6 0.4 i EiX] 0.4
Overall deficit (cash) {-) 0.1 0.0 4.1 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Financing 0.1 0.0 0.1 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Gap 0.0 0.0 0.0 0.0 a.0 0.0 04 0.0 0.0 6.0 0.0 0.0 0.0
Stock of arrears by end of the FY 0.1 0.3 4.0 2.7 1.3 0.4 0.0 0.0

3.6 2.1 1.2 0.0 0.4

Sources: Armenian Ministry of Finance; and State Fund for Social Insurance.
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Table 7. Armenta: Balance of Payinents, 1998-2003
(In milliong of U.8. dollars; unless otherwise indicated)

1998 1999 2000 2001 2002 2003
Vear ol Y] 04 Year ol 7] 03 Qi Vear Vear
Actual Preliminaty Program Projections
Current account -403 =307 -89 -69 -46 =75 =279 -58 -78 =76 -83 -294 =275 -261
Trade balance <577 474 -3 =121 -99 =134 467 -8l -134 =136 -142 -492 -478 476
Exports 229 247 61 84 74 B7 307 78 90 92 96 356 352 432
Imports -806 =721 -174 =206 =173 =221 =774 -159 ~224 =228 -238 -B48 -B70 -908
Services (net) -63 -2 -13 -14 -5 -18 -54 -11 -12 -8 -13 -44 41 -33
Credits 131 136 30 33 34 39 136 39 39 46 42 166 181 198
Debits -194 -198 -43 47 -43 -57 -191 =50 =51 -34 -55 210 =222 =231
Income (net) 60 55 1 15 20 18 54 5 16 16 11 53 47 42
Private transfers {nef) 65 80 17 20 24 24 86 19 22 22 26 89 97 106
Oficial transfers {net) 113 94 19 Ky 17 3s 103 10 30 30 30 100 106 100
Capital and financial account 406 311 76 ¥4 35 98 2%0 35 86 7 58 250 245 251
Capital transfers (nef) 10 13 7 5 5 11 28 12 19 19 20 70 60 20
Foreign direct investments (net) 221 122 45 6 20 3 104 35 35 35 35 140 140 140
Partfolio investrnents {nel) -16 2 0 -1 -1 -17 -19 0 0 Q 0 0 0 0
Public sector {net) 34 B4 22 3 10 11 46 8 12 146 4 41 43 30
Disbursements 105 102 27 10 15 18 70 12 19 21 17 63 15 79
Amortization -71 -1%8 -5 -7 -5 -7 =24 -3 -7 -4 -13 =27 -29 -29
Other capital (net) 1/ 158 90 2 19 20 90 130 -20 20 0 G 0 0 40
Overall balance 4 4 -14 =7 3 23 11 =23 8 -5 24 -45 =30 -10
Change in gross reserves (- incrense) -55 20 14 3 -10 -26 -18 21 -1 -17 -2 <23 -8 -3
IMF (net) 2/ 52 15 -4 -4 -4 -4 -18 2" 2 -4 =2 -10 -18 <23
Arrears, nef to Russia (+ ncrease) 1 4 5 5 3 18 5 -16 -7 1] -19
Debt relief from Turkmenistan 2 2 2 5
Financing gap 28 i3 35 96 56 36
IMF 13 11 0 26 26 26
World Bank 15 20 15 50 30 10
Possible Consultative Group meeting 0 ¢ 20 20 0 )
Memorandum Rems:
Current account (in percent of GDP) _
Inclading nfficial transfers -21.2 166 -360 0 169 7.7 <114 -146 ~20.5 <180  -11.8 -114 .14 -12.1 -10.5
Excluding official transfers -27.1 =217 437 Me  -105  -187 -19.9 <240 -249  -164  -155 -18.9 -164  -14.5
Gross reserves (end of period) 2979 3046 286.6 2801 2859 3135 3135 292.% 3109 3275 3362 3362 3440 3473
In months of imports 1.9 3.3 33 3.2 32 3.6 36 32 34 3.6 a7 3.7 3.6 315
In montha of amortization 3/ 1152 1578 910 90.9 928 1018 1018 7.6 784 823 84.5 84.5 79.3 56.9
External debt 4/ 787 855 356 858 860 Ba2 B62 873 895 933 968 968 1,048 1,105
External debt {in percent of GDP) 4/ 41.4 46.3 44.8 44.9 45.0 45.1 45.1 41.8 4.9 447 46.3 46.3 45.0 444
Bebt service (in percent of exports) 19.0 14.3 222 %0 7.7 7.3 10.6 16.8 152 14,2 14.2 15.0 12.0 12.0

Sources: Armenian authorities; and Fund staff estimates,

1/ Includes errors and omissions.

2/ Excluding prospective PRGF disbursements which are included in the financing gap.

3 Excludes amortization of short term debt, deposits held by nonresidents and debt acquired domestically by nonresidents.

4/ Government and govemment-guaranfeed medium- and long-term debt; before the possible use of privatization proceeds to retire external debt.
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Table 8. Armenia: Macroeconomic Framework, 1998-2006

1998 1499 2000 2001 2002 2003 2004 2005 2006
Actual Preliminary Projection
Output and Key Prices (in percent)
Real GDF growth 7.3 33 6.0 6.5 6.0 6.0 540 5.0 5.0
Average inflation for period 8.7 0.7 -0.8 4.5 3.0 30 30 30 3.0
End of period inflation -12 2.1 0.4 3.5 3.0 3.0 kK 3.0 3.0
GDP Deflator 112 0.1 -1.4 4.5 3.0 3.0 30 30 30

Average real wages (state sector, 1995:1 =100) _

Budgetary sector 303 370 426 499 524 550 578 607 637
Nonbadgetary sectar 183 215 251 332 348 166 kh5) 403 423
{In percent of GDP)

Exteral current account 212 -16.6 -14.6 -14.1 -12.1 -10.5 -10.2 9.9 9.8
Exports of goods and services 188 20.7 232 25.0 254 25.3 25.4 254 25.5
Imparts of goods and services =527 ~49.8 =504 =5.6 -47.9 -45.7 -44.8 -43.9 431
Income (net) 1.2 3.0 28 2.5 21 L7 13 0.2 0.2
Transfers {net) 9.3 9.4 2.8 9.0 86 83 4.0 7.8 7.6

Official transfers 59 51 54 4.8 4.4 4.0 .38 36 34
Frivate transfers 34 4.4 4.5 4.3 4.3 43 42 42 4.2

Government balance 4.8 12 -6.4 4.0 2.5 -0 2.5 2.5 25

Saving 0.2 26 -5 0.1 13 13 23 2.0 22
Envestment 4.7 4.6 38 39 EX 4.3 4.7 45 47
Nongovernment balance -16.4 9.4 -8.2 =101 0.5 7.5 7.7 7.4 273
Saving 2.1 53 7.4 7.8 84 = 9.7 9.5 98 9.9
Investnent 14.3 14.7 15.6 17.5 12.9 172 17.2 17.2 172
Total [nvestment 19.0 19.3 19.4 21.3 21.7 21.5 2L9 217 218
National saving <22 2.7 49 7.7 2.6 1.0 11.8 11.8 12.1
{In milliors of 11.5. dollars; unless otherwise indicated)

Gross external reserves 298 308 314 336 - 344 347 369 396 - 419
(in months of imports of goods and services) 9 38 1.6 37 k¥ 15 35 35 335
Tatal external debt 1/ TRT 855 B62 968 1,048 1,105 1,178 1263 1,353
(ir: parcent of GDP) 41 45 45 45 45 44 44 43 4

Memorandum items:

(In percent of GDF)
Conswnption 1148 1097 107.8 103.9 10L.0 99.0 97.5 96.8 957
Current accomnt excluding afficial transfers 271 217 -19.9 -18.9 -16.4 «145 -14.0 -13.5 -13.2
Government balances excluding grants -5.6 =7.0 -4.6 -6.8 4.1 -3.2 2.5 2.5 25
(In billions of drams)
Nominal GDP 959 983 1,032 1,149 1,255 1,370 1,482 1,602 1,733
Neminal GNI 1,079 1111 1,163 1282 1,389 1,506 1,619 1,740 1,868

Sources: Armenian autherities; and Fund staff estimates.

V/ Mediun- and long-term government and government-guaranteed debt.
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Table 9. Armenia; Medium-term Statc Budget, 19982006

1998 1999 2000 2001 2602 2003 2004 2003 2008
Actwal Actual Projection
Prefiminary
(in millions of dram)
Total revenue and grants 163,812 190,917 170,013 197,602 221,166 246,109 273,949 361,209 329,607
Tatal revenus 154,755 175,817 163,434 183,210 218,166 243,109 273940 301,204 329,692
Tax revenue 130,394 158,803 152,357 173,304 207,445 231,716 261,604 287938 315,420
Nontax revetue 24,361 16,254 11,063 8,555 9,521 10,393 11,345 12,271 13,272
Capital revenue 1] 760 14 1,351 1,200 1,000 1,000 1,008 1,000
Grants 1/ 9,056 15,100 6,582 14,392 3,000 3,000 0 o 1]
Tatal expenditure 210,133 262,005 235770 243,872 253,136 286,759 310,785 341,149 37:743
Current expeaditure 156,544 189,658 180,444 187,646 195,521 226,030 249495 267,214 289,820
Capital expenditure and net lending 53,589 72,347 55,326 56,226 57,615 60,729 61,290 73,935 82,923
Capital expenditure 44742 45,661 39,719 44,633 47,749 58,288 70290 71,935 80,923
Foreign financed 21,036 24,031 17,018 29,125 33,660 42,586 47,215 44 467 51,596
Domestic financed 2/ 23,713 21,630 23,701 15,508 14,089 15,702 23075 27467 29,327
Net lending 8,340 26,686 15,607 11,593 9,866 2,441 0,000 2,000 2,000
Overall deficit (accrual)(-) -46,321 71,088  -65,754 46,269  -31,970 -40,650  -36,835 30,940  -43,051
Accumulation of new arrears 3/ 5,070 15,420 30,955 -17,238 27,115 0 0 1} o
Clearance of 1999 arrears ] 0 -11,092 . 0 L Q L] B ] O
Overall deficit (cash) before measures {-) -4£,251 -51,668 -45,391 -63,507 -59,085 40,650 -36,835  .35,940  .43,051
Measures/gap 0 Q ¢ 0 10,893 Q 0 1] 4]
Statistical discrepancy -3,783 «2.443 5,071 0 Li] 0 1} 1] [+}
Overall deficit excl, grants -53,378 B6,188  -72,336 £50,661  -34970 43,650 36,835  -39,940  -43,051
Overall deficit {cash) after measures (<} -43,034 -54,113  -40,820 £3,507 48,192 -40,650 -36,835  -39.940 43,051
Deficit / Financing 45,034 54,113 40,820 63,507 48,192 40,650 36,835 39,940 43,051
Domesti¢ financing 20,463 7,804 25368 13,535 6,700 7718 7.210 7.500 8,400
Banking system 5712 ~4,488 6,068 2,700 1,400 i,715 1,710 1,70¢ I,706
Nonbank 14,751 12,292 31436 10,835 5,300 6,000 5,500 6,200 6,700
ofw Privatization receipty 2/ 21,21 10,971 21,509 9,175 h] 1] 0 G ]
External Financing 24,571 44,309 15,452 49972 41,492 32,935 29,625 32,040 34,651
Grass inflow 4/ 60,903 56,789 25,602 65,064 57,688 48,887 53,221 45,167 50,078
Amortization 36,332 10,480 11,150 15,041 16,196 15,952 23,596 13,127 15427
(in percent of GDT'}
Total revenue and grants ot 193 16,5 17.2 7.6 180 18.5 18.8 19.0
Totsl revenue 16.1 17.8 15.8 15.9 17.4 17.8 18.5 18.8 12,0
Tax revenue 136 16.1 14.8 151 16.5 169 17.7 180 18.2
Nontax revenue 2.5 1.6 11 0.7 0.8 0.8 o8 0.3 0.8
Capital revenue 0.0 01 0.0 0.1 0.1 0.1 a1 a1 01
Gruntz 1/ 09 L5 0.6 1.3 0.2 02 0.0 0.0 0.0
Total expenditure 209 265 22.8 212 202 200 210 213 215
Current expenditure 163 192 17.5 163 156 i6.5 16.8 16.7 167
Capital expenditure and net tending 56 7.3 5.4 4.8 4.6 4.4 41 46 4.8
Capital expenditire 4.7 4.6 3.8 35 33 4.3 4.7 4.5 4.7
Foreign financed 22 24 1.6 3 27 31 32 28 3.0
Domestic financed 2/ 2.3 22 22 1.3 1] 11 1.6 1.7 1.7
Net lending 0.9 27 L5 1.0 0.8 0.2 -0.6 0.t o1
Overall deficit (accrual)(=) -4.8 -7.2 6.4 4.0 -2.5 3.0 2.5 2.5 -2.5
Accumulation of new arrears 3/ 0.5 20 30 -1.5 2.2 0.0 0.0 0.0 0.0
Clearance of 1999 arrears 0.0 00 -1 0.0 0.0 0.0 0.0 0.0 00
Overalt deficit (cash) before measures (- -43 -5.2 4.4 =55 4.7 =30 2.5 =25 -2.5
Measutes/gap 0.0 0.0 Q.0 0.0 0.9 0.0 0.0 0.0 0.0
Statistical discrepancy -0.4 -0.2 a5 4.9 0.0 0,0 0.0 0.0 0.0
Overall deficit excl. grants =58 -8.7 -1.0 -53 -2.8 -3.2 -2.5 -2.5 -2.5
Qverall deficit (cash) after measures (-) -4,7 -5.5 -4.0 -5.5 -1.8 -30 -2.5 -2.5 2.5
Deficit / Financing 4,7 5.5 4.0 55 38 30 2.5 25 2.5
Demestic finansing 21 0.8 2.5 1.2 0.5 0.6 .5 0.5 0.5
Baoking sysiem 0.6 -0.5 -0.6 02 o1 0.1 0.1 0.1 01
Nenbank 1.5 1.2 3.0 0.9 0.4 1] G4 0.4 0.4
ofw Privatization receipts 2/ 22 11 21 i) 0.0 G0 040 0.9 0.0
External Financing 24 4.7 15 43 i3 24 24 29 20
Grass inflow 4/ 6.4 57 2.6 5.7 4.6 36 36 2.8 z9
Amortization 38 1.1 1.1 13 B3 1.2 1.6 0.8 09
Memorandum items:
End-peried stock of arrears (in millioos of dram) 5070 24,490 44,353 27,115 0 0 0 0 [4]
Social expenditures on an accrual basis {in percent of GDIP) 39 4.3 4.1 36 338 4.4 47 438 - 49
Social expenditures on a cash basis (in percent of GDP} 35 18 2.9 40 3.8 4.4 4.7 4.8 4.9

Sources: Armenian Ministry of Finance; Centrat Bank of Armenia; and Fund staff estimates

1/ The grants are different from the 2001 budget figure due to delays in the monetarization of grants in 2000, which increased the expected receipts in 2001,
and the delay in the disbursement of a grant. :
2/ Assuming the nse of dram 7 biilion of privatization proceeds for capital expenditures in 2001,
3/ The allocation of the arreacs within the different quarters of 2000 and the stock at end-2000 is preliminary,
4/ Dram 10,396 miilions of WB disbursements for SAC III are reporied in 1999 as they were used to finance 1999 expenditres. In the BOP, this zmount is reported in 2000,
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Table 10. Armenia: Medium-Term Balanee of Payments and External Debt Projections, 1998-2010

1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010
Prel Frog. Projection

(in millions of U.S. dollars)

Current account =403 =307 =279 =294 =275 -261 2274 2EE «308 -118 -39 -340 -346
Net exports of goods and services -640 -336 -321 -536 -51% -509 -524 -539 =554 -567 -580 -593 -605

Exports 360 383 443 522 573 630 683 741 803 871 045 1,024 1,111

Imports -1,000 -219 -965 -1,058 -1L092 -39 -1,207 0 -1,2B00 -1,357 -1438 -1,525 -1,617  -1,716
Tncome excl workers' remittances (net) «22 -24 -24 -36 -50 -64 =79 97 -126 -147 -171 -198 -223
Warkers remittances and private transfers (net) 147 159 164 178 194 212 227 243 264 286 319 337 365
Official transfers (net) 113 94 103 100 100 100 102 105 107 110 112 115 117
Capital and financial aceount 406 311 290 250 245 251 274 288 308 318 329 340 346
Capital transfers (net) 16 13 28 70 60 20 20 20 20 20 0 20 20
Foreign direct investments (net) 221 122 104 140 140 140 150 160 170 170 170 170 170
Portfolio investments (net) -16 2 -19 0 0 0 10 10 10 10 10 i0 10
Public sector (net} 34 84 46 41 45 50 54 58 6l 08 74 B0 86

Disbursements 165 102 0 68 73 79 97 82 51 97 92 100 104

Amortizations <11 -18 24 -27 -29 29 -43 -24 -28 -29 -18 -20 -23
Other capital inflows {net) 1/ 158 o0 130 0 0 40 40 40 45 50 55 60 60
Orverall balance 4 4 11 -45 =30 =10 0 0 0 0 0 0 ¢
Net international reserves (- increase) 2/ -4 -5 =34 =32 -26 -26 -52 -59 -53 =51 =50 .35 =50
Arrears and debt relief {net) 1 23 #REF!
Financing gap 2/ : 96 56 34 52 59 53 51 50 55 |

IME 26 26 26 12

Waoild Bank 50 30 10 0

Gther 20 0 0 40

(in percent of GDP)

Current account -21.2 -16.6 -14.6 -14.1 -12.1 -10.5 -10.2 9.9 -0.8 -9.3 -£9 -8.3 -8.0
Net exports of goods and services -33.7 -29.0 272 =257 -22.8 =20.4 -19.5 -18.5 -17.6 -16.6 -15.7 -14.9 -14.0

Exports 189 20.7 232 25.0 25.3 25.3 25.4 25.4 255 25.6 25.6 257 258

Imports -52.7 ~49.8 -50.4 -30.6 ~47.9 ~45.7 44,8 -43.9 -43.1 ~42.2 -41.4 -40.6 =35.8
Income excl workers' remittances (net) -1.2 -3 -1.3 =17 22 . -26 -2.9 -3.3 4.0 -4.3 4.6 =3.0 -3.2
Workees' remittances and private transfers (net) 7.7 8.6 8.6 8.5 a3 g5 B4 84 84 B4 5.4 4 g5
Otficial transfers {net) 59 51 5.4 4.8 4.4 4.0 kX 36 34 32 3.0 2.9 2.7
Capital and financial account 214 16.8 151 11.9 10.7 10.1 10.2 9.9 .8 9.3 8.9 8.5 8.0
Capital transfers (net} 0.5 0.7 1.5 33 2.6 [tR-1 07 0.7 0.6 0.6 0.5 0.5 0.5
Foreign direct investments (nef) 1.6 6.6 34 6.7 6.1 36 5.6 55 54 50 4.6 4.3 3.9
Portfolio investments {net) -0.8 0.1 -1.0 0.0 0.0 0.0 G.4 0.3 2.3 0.3 0.3 03 0.2
Public sector {net) 1.8 4.6 2.4 240 2.0 2.0 24 2.0 2.0 2.0 2.0 2.0 2.0

Disburserments 55 3.5 3.7 3.3 3.3 3.2 356 2.3 2.9 2.8 2.3 5 2.5

Armortizations -3.7 -1.0 -1.3 -1.3 -1.3 -1.2 -1.6 -0.8 -0.9 -0.8 0.5 0.5 -0.5
Other capital mflows (net) 1/ 83 4.9 6.8 0.0 0.0 1.6 1.5 1.4 L4 1.5 L5 1.5 1.4
Overall balance 0.2 0.2 0.6 2.1 -1.3 -0.4 8.0 0.0 0.0 0.0 0.0 00 .0
Net international reserves (- increase) 2/ -0.2 0.3 -1.3 -1.5 -1.1 -L.0 -1.9 2.0 -7 -1.5 -1.4 -4 -1.2
Arrears, debt relief and financing gap 2/ 0.1 12 #REF! 2.5 1.4 1.9 2.0 1.7 1.5 14 14 1.2
Memarandum items: (in units indicated)
Cuwrrent account exchiding official transfurs

(in millions of U.S. dollars) -515 -401 -382 -354 -375 36l -376 -393 -415 428 441 -454 463

(in perceat of GDP) 2271 287 -19.9 -18.9 -16.4 -14.5 -14.0 -13.5 -13.2 -12.6 -12.0 -11.4 -10.8
External PV debt 3/ 4/ 144 154 135 128 119 112 110 110 110 111 112 114 116
External PV debt 3/ 4/ 5/ 144 154 144 136 127 i2t 1e 118 118 118 119 121 122
External debt service 3/ 19.0 14.3 10.6 15.0 12.0 12.0 13.4 10.2 5.5 a1 6.8 7.1 6.4
Gross reserves (end of period) 6/ 39 3.8 6 3.7 3.6 35 35 3.5 35 3.5 35 35 3.5
Real GDP {percent change) 7.2 33 6.0 6.5 6.0 6.0 5.0 5.0 5.0 5.0 5.0 3.0 3.0
Percent change in nominal dollar values of

Exports of poods and services 89 6.5 157 17.7 9.8 9.9 B4 84 8.4 5.4 8.4 3.4 8.4

Imports of goods and services 5.0 -8.1 5.0 9.7 3z 4.3 6.0 6.0 6,0 6.0 6.0 6.0 4.1

GDP 13.9 2.3 3.4 9.2 9.2 9.2 8.2 B2 8.1 82 g1 82 8.1

of which: Domestic demand 123 -6.2 2.2 7.8 6.7 7.1 7.3 7.3 7.3 7.3 7.3 7.3 7.4

Sources: Armenian authorities; and Fund staff estimates,

1/ Includes errors and omissions,

2/ Prospective disbursements under the PRGF are included in the financing gap and excluded from net international reserves.
3 Medium- and long-tenm public and publicly puaranteed debt/debt service in percent of exports of goods and services.

4/ Three year moving average of exports of goods and scrvices centered on the preceding year.

5/ Using the exchange and discouns rates from SM/(31/36, 8 February 20601 that were based on the 1999 DSA.

6/ In months of next year's imports of goods and services.
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Table 11. Armenia: Indicators of Fund Credit, 2000-2010
(In units indicated)

2000 2001 2002 2003 2004 2003 2006 2007 2008 2009 2010

Existing and prospective Fund credit 1/

In millions of SDRs 134.7 147.3 1533 1558 141.5 116.9 95.7 772 60.3 41.1 27.3
In percent of exports 2/ 39.6 36.8 349 322 270 20.6 15.5 11.6 83 5.2 32
In percent of external debt 203 19.8 19.1 184 157 i2.t 9.2 7.0 5.1 32 2.0
In percent of gross reserves 56.0 57.1 58.1 5835 50.0 385 29.7 22.6 16.7 10.7 6.7
In percent of quota 146.4 160.2 166.6 169.4 153.8 127.0 144.0 84.0 655 447 297

Exisgting Fund credit 1/

In millions of SDRs 1347 1273 1133 95.8 72.5 479 277 14.2 4.2 o0
In percent of exports 2/ 39.6 3138 258 19.8 13.8 8.4 4.5 21 0.6 0.0
In percent of external debt 203 171 14.1 11.3 8.0 49 27 13 0.4 0.0
In percent of gross reserves 56.0 493 42.9 36.0 25.6 158 8.6 4.2 12 00
In percent of quota 146.4 138.4 123.1 104.2 78.8 52.4 30.1 15.5 45 0.0

Prospective Fund credit 1/ .
In millions of SDRs 200 40.0 60.0 69.0 69.0 68.0 63,0 56.1 41.1 273

In percent of exports 2/ 50 9.1 12.4 132 121 11.0 94 7.7 52 32
In percent of external debt . 27 5.0 71 7.6 71 6.6 57 4.7 32 20
In percent of grass reserves 7.8 15.2 225 24.4 227 211 18.5 15.5 107 6.7
In percent of quota 217 43.5 652 75.0 750 73.9 68.5 61.0 447 297

Repurchases, repayments, and charges due from
existing and prospective drawings

In miflions of SDRs 89 157 18.8 244 254 21.7 18.9 173 19.4 14.0
Ia percent of exports 2/ 22 3.6 39 4.7 4.5 35 28 24 2.5 1.6
In percent of external debt 12 2.0 22 2.7 2.6 2.1 1.7 1.5 1.5 1.0
I percent of gross reserves 3.5 6.0 7.1 8.6 34 a7 5.5 4.8 31 34
In percent of quota 9.7 17.1 20,3 26.5 27.6 23.6 20.5 18.8 211 152

Repurchases and charges due from existing drawings

In millions of SDRs 848 15.6 18.6 24.1 251 20.4 13.5 10.1 42
In percent of exports 2/ 22 3.5 3.8 4.4 4.4 33 2.0 14 05
In percent of externzal debt 1.2 19 22 27 2.6 2.0 12 0.9 0.3
In percent of gross reserves 3.4 59 7.0 8.5 82 6.3 4.0 2.8 1.1
In percent of quota 9.6 169 202 262 272 221 14.7 11.0 4.6

Repurchuses and charges due from prospective drawings

In millions of SDRs 0.1 0.2 03 03 0.3 1.3 53 72 15.2 14.0
In percent of expaorts 2/ 0.0 0.0 0.1 4.1 01 0.2 08 1.0 19 1.6
In percent of extemal debt 0.0 0.0 0.0 0.0 0.0 0.1 0.5 0.6 1.2 1.4
In percent of gross reserves 0.0 0.1 0.1 0.1 0.1 0.4 1.6 20 4.0 34
In percent of quota 0.1 0.2 03 0.4 04 1.5 5.8 7.8 16.5 152

Sources: Armenian authorities; and Fund staff estimates.

1/ End of period.
2/ BExports of goods and services,
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Table 12. Armenia: Downside Risk Medium-Term Balance of Payments and Extemal Debt Projections, 1998-2010

1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010

Prel.  Prog. Projections
{in millions of U.S. dollars)

Currer account -403 -307 =279 -294 -277 -264 276 -289 -308 318 -329 -340 -348
Net exports of goods and services -640 -536 -521 -536 -521 -512 -527 -542 -558 573 -S89 -604 -620

Exports 360 383 443 522 560 603 639 678 718 762 808 856 908

Imports -1,000 919 965 1,058 -1,082 -1,115 -lle6  -1,220 -1277 -1,335 1,397 1460 -1,528
Income excl. workers' remittances (net) 22 -24 <24 -36 -50 -64 -78 -85 -121 -141 -163 188 =211
Workers' remittances and private transfers (net) 147 159 164 178 194 212 27 243 264 286 310 337 365
Official transfers {net) 113 04 103 100 100 160 102 105 107 110 112 115 17
Capital and financial account 406 311 290 250 220 224 236 239 247 256 264 273 278
Capital transfers (net) 16 13 28 70 60 20 20 20 20 20 20 20 20
Foreign direct investments (net) 221 122 104 140 115 115 15 115 115 115 115 115 115
Portfolio investments {net) -16 2 -19 0 ] 0 10 18 10 10 10 10 10
Public sector (net} 34 84 46 41 45 49 51 54 57 61 64 68 73
- Digbursenients 105 102 70 68 75 78 94 78 85 50 83 8G 95

Amortizations -1 -18 -24 =27 -29 29 43 -24 28 -29 -18 -20 -23
Other capital inflows (net) 1/ 158 90 130 0 0 40 40 40 45 50 55 60 60
Overall balance : 4 4 11 -45 -57 -40 -40 -50 -61 -62 65 -67 -7l
Net international reserves (- increase) 2/ -4 -5 -34 -32 26 26 37 -51 A6 43 42 46 40
Arrears and debt relief {ner) 1 23 -19
Finaneing gap 2/ 96 83 66 77 101 107 106 167 113 116

IMF 26 26 26 12

World Bank 30 30 {1} 0

Other 20 27 30 a5

{in percent of GDP)

Cuwrent account =212 -166  -146  -I41 -12.4 <1LO -10.8 -10.7 -108 -10.5 -10.2 -10.0 9.6
Net exports of goods and services <337 290 272 257 233 2140 207 201 -195 0 -189 -183 177 -171

Exports 18.9 20.7 23.2 25.0 25.0 252 25.1 25.1 25.1 25.1 25.1 25.1 25.0

Itiports -527 -49.8 -50.4 -50.6 -48.3 -46.5 -45.9 -45.2 44.6 -44.0 -43.4 -42.7 -42.1
Income excl. workers' remittances (net) -1.2 .13 -1.3 -1.7 2.2 2.7 -3.1 -3.5 432 4.6 -5.1 -5.5 5.8
Workers' remittances and private transfers (net) 7.7 8.8 8.6 8.5 3.7 38 8.9 9.0 9.2 a4 9.6 9.8 i0.1
Official transfers (net) 39 5.1 54 48 4.5 4.2 4.0 39 37 36 3.5 34 1.2
Capital and financial account 214 16.8 15.1 11.9 9.8 94 5.3 8.9 8.6 84 82 8.0 7.7
Capiral transfers (net} 0.5 0.7 1.5 33 2.7 0.8 0.8 0.7 0.7 0.7 0.6 [1X.3 06
Foreign direct investments (net) 11.6 6.6 54 6.7 5.1 4.8 4.5 4.3 4.0 38 3.6 3.4 32
Portfolio investments (net) 0.8 0.1 -1.0 0.0 0.0 0.0 0.4 0.4 0.3 03 0.3 0.3 0.3
Public sector {net) 1.8 4.6 24 2.0 2.0 2.0 2.0 2.0 20 20 2.0 2.0 2.0

Dishursements 5.5 5.5 17 33 33 32 3.7 2.9 3.0 30 2.6 2.6 2.6

Amortizations -7 -1.0 -1.3 -1.3 -1.3 -1.2 -1.7 -0.9 -1.0 -1.0 -0.6 -0.6 -0.6
Other capital inflows (nst) 1/ 83 4.9 6.8 0.0 0.0 17 1.6 1.5 1.6 1.6 L7 1.8 1.7
Overall balance 0.2 0.2 0.6 2.1 -2.5 -17 -1.6 -1.9 2.1 2.0 -2.0 2.0 2.0
Net intarnational reserves (- increase) 2/ 0.2 -0.3 -1.8 -1.5 -1.2 -1 -1.4 -1.9 -1.6 -14 -13 -1.3 -1.1
Atrears, debt relief and financing gap 2/ 0.1 12 iz i7 2.8 LEI] 3.7 37 3.5 33 33 3.0
Memorandum items: {in units indicated})
Current account excluding official transfers

{in millions of U.S. dollars) -515 -401 -382 -394 377 -364 -378 -394 415 -427 -441 455 -466

(in percent of GDP) 27.1 217 -19.9 -18.9 -16.9 -15.2 -14.9 -14.6 -14.5 -14.1 -13.7 -13.3 -12.8
External PV debt 3/ 4/ 144 154 135 128 124 122 126 133 142 151 161 170 17¢
External debt service 3/ 19.0 14.3 10.6 15.0 123 12.8 14.7 117 114 11.5 93 10.1 9.7
Gross reserves (end of period) 5/ 39 3.8 3.6 3.7 37 36 3.5 35 15 35 35 3.5 3.5
Real GDP (percent change) 72 13 6.0 6.5 4.0 4.0 3.0 3.0 30 3.0 3.0 3.0 3.0
Percent change in nominal dollar values of

Experts of goods and services 39 &5 15.7 17.7 7.4 7.6 6.0 6.0 6.0 6.0 6.0 6.0 6.0

Inmports of goods and services 50 -8.1 5.0 9.7 22 EN 4.6 4.6 4.6 4.6 4.6 4.6 4.6

GDP 159 2.8 16 9.2 7.1 7.1 6.1 6.1 6.1 6.1 6.1 6.1 6.1

Of which: Domestic demand 12.3 -6.2 12 7.8 5.1 55 5.5 55 5.6 55 5.6 5.5 5.6

Sources; Armenian authorities; and Fund staff estimates.

1/ Includes errors and omissions.

2/ Prospective disbursements under the PRGF are included in the financing gap and excluded from net international reserves,
3/ Medium- and long-term public and publicly guaranteed debt/debt service in percent of exports of goods and services,

4/ Three year moving average of exports of goods and services centered an the preceeding year.

5/ In months of next year's imports of goods and services.
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Table 13. Armenia: Debt Sustainability Analysis, 1998-2010

(In units indicated)
1998 1599 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010
Prel. Prog. Projections
Baseline scenario
Present valus of debt
In percent of exporis 1/ - 144 154 135 128 119 112 116 110 110 111 i12 114 116
In percent of fiscal revenue 2/ 150 167 179 172 154 146 139 137 136 137 140 143 146
Debt service
In pereent of exports 1/ 19 14 11 15 12 12 I3 10 9 9 7 7 &
In percent of fiscal revenue 2/ 22 17 16 24 17 17 18 14 13 12 9 10 9
Downside risk scenario
Present value of debt
In percent of exports 1/ 124 122 126 133 142 151 161 170 179
In percent of fiscal revenue 2/ 162~ 161 161 167 177 188 200 212 222
Debt service )
In percent of exports 1/ 12 13 15 12 i 12 9 16 10
In percent of fiscal revenue 2/ 13 18 20 15 13 15 12 13 i3
Restructuring under Georgia-like terms in downside risk scenaric 3/
Present value of debt
In percent of exports 1/ : . 150 161 170 179
In percent of fiscal revenue 2/ 187 200 212 222
Debt service
In percent of exports 1/ 12 g 9 10
In percent of fiscal revenue 2/ 15 12 12 13
Restructuring under Naples terms in downside risk scenatio
Present value of debt 4/
In percent of exports 1/ 149 158 166 123
In percent of fiscal revenue 2/ 186 196 206 152
Debt service
In percent of exports 1/ 12 5 6 6
In percent of fiscal revenue 2/ 13 7 8 8

Sources: Armenian authorities; and Fund staff estimates,

1/ Exports of goods and services; three-year moving average centered on the preceding year.

2/ Centiral government revenue excluding grams.

3/ Paxis Club Agreed Minute on the Consolidation of the Debt of the Republic of Georgia, March 6, 2001.

4/ In 2010, after a stock of debt operation fallowing the satisfactory three-year track record under the end-2007 rescheduling agreement.
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Table 14. Armenia: Review and Phasing of Disbursements

Under the Requested PRGF Arrangement

Date of Disbursement Conditions Amount .
(In millions of SDRs)
Upon Board approval Board approval of the PRGF 10.00
Arrangement
September 2001 Completion of first review 10.00
{end-June 2001 test date)
March 2002 Completion of second review 10.00
{end-December 2001 test date)
September 2002 Completion of third review 10.00
(end-June 2002 test date)
March 2003 Completion of Tourth review 10.00
(end-December 2002 test date)
September 2003 Completion of fifth review 10.00
(end-June 2003 test date)
Completion of sixth review 9.00

March 2004

(end-December 2003 test date)
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Armenia: Fund Relations
(As of December 31, 2000)

I. Membership Status: Joined 05/28/1992; Article VIII

II. General Resources Account: SDR Million
Quota 192.00
Fund holdings of currency 117.32

111, SDR Department: SDR Million
Holdings 16.54

IV. Outstanding Purchases and Loans: SDR Million
Systemic Transformation Facility 25.31
PRGF arrangements 109.35

V. Financial Arrangements:

Approval Expiration  Amount Approved
Type Date Date (SDR Million)
ESAF/PRGF  02/14/1996  12/20/1999 109.35
Stand-by 06/28/1995  02/14/1996 43.88

APPENDIX 1

Percent of Quota

100.0
127.5

Percent of Allocation

N/A

Percent of Quofa
27.5
118.9

Amount Drawn

(SDR Million}

10935
13.50

VL. Projected Obligations to Fund (SDR Million; based on existing use of resources and

present holdings of SDRs):

Overdue Forthcoming
12/31/2000 2001 2002 2003 2004 2005
Principal 7.3 14.1 17.4 23.3 24.7
- Charges/Interest 1.8 14 1.1 0.7 0.4
Total 1 15.5 18.5 24.0 5.1
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VII. Exchange Rate Arrangement:

(a) On November 22, 1993, the Republic of Armenia introduced its national currency, the
dram, at a rate of 200 Armenian rubles per dram. Subsequently, the exchange rate has been
allowed to float in a defacto managed float regime. The official exchange rate is set on a daily
basis as a weighted average of the previous day’s interbank exchange rates.

{(b) Armenia maintains no exchange restrictions.

VIII. Article IV Consultations:

(a) Armenta is on a 12-month consultation cycle

(b) The 1999 Article IV Consultation with Armenia was concluded on October &, 1999.

IX. Technical Assistance:

See Appendix IIL

X. Resident Representative:

Mr. Garbis Iradian assumed the position of resident representative in Armenia in July 2000.
XI. Resident Advisors:

A peripatetic MAE banking supervision advisor, assigned to the CBA in October 1997 .
completed his assignment in July 1999. A resident advisor in monetary policy and foreign
exchange management was assigned from November 1997 to November 1998, The latter has
been replaced by a peripatetic MAE monetary operations advisor since 1999. A new resident
advisor in banking supervision has been assigned to the CBA since April 2000. An FAD

resident advisor, assigned to the MFE to supervise the development of the Treasury, started his
assignment in September 1998.
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Armenia: Relations with Multilaterals
(As of December 31, 2000)

World Bank

The Republic of Armenia joined the International Bank for Reconstruction and Development
(IBRD) in September 1992. The first project, and only IBRD loan to date, was an Institution
Building Loan (US$12.0 million approved in March 1993), to support implementation of the
government’s reform program in the areas of financial sector reform, enterprise reform and
privatization, mobilization of fiscal revenue, and social and employment services.

The first IDA credit was granted to Armenia in February 1994 (an Earthquake
Rehabilitation Credit for US$28.0 million). To date, a total of 22 IDA credits have been
approved across a number of sectors. Investment credits approved to date include a Highway
Rehabilitation Credit (US$31.0 million), an Enterprise Development Project (US$16.7
million), a Social Investment Fund (US$12.0 million), a Health Credit (US$10.0 million),
an Education Credit (US$15.0 million), an Agriculture Reform Credit (US$14.5 million),
a Title Registration Project (USS$8.0 million), and a Municipal Development Project
(US$30.0 million). Most recently, in 1999-2000 an Electricity Transmission and
Distribution Adaptable Program Loan (US$21.0 million), an Irrigation Dam Safety
Credit (US$26.6 million), a Transport Credit (US$40.0 million) the Second Social
Investment Fund Credit (US$20.0 million) and the Judicial Reform Credit
(US$11.4 million) were approved. Disbursements against these investment credits now total
roughly US$169.2 million, against commitments of US$340.9 million approved.

Adjustment lending began in February 1995 with the approval of the US$60.0 million
Economic Rehabilitation Credit, In February 1996 this was followed by the first
Structural Adjustment Credit (SAC) of US$60 million and an accompanying Technical
Assistance Credit (SATAC) of US$3.8 million. SAC II (U $$60.0) million and SATACII
(US$5.0 million) were approved on August 26, 1997. The adjustment loans above were all
fully disbursed on satisfactory completion of the reform programs they supported.
Disbursements to date under the technical assistance credits stand at US$2.7 million for
SATAC I, and US$2.4 million for SATAC IL. On December 1998 a SAC IIT for

US$65.0 million was approved, of which four tranches, totaling US$63.4 million was
disbursed. Total approved adjustment lending to date totals US$245 million, and technical
assistance financing (including the Institution Building Loan) provided totals

US$20.8 million.

World Bank lending to Armenia to date totals US$606.7 million, of which US$424 .4 million
has been disbursed to date. Of the 22 IDA credits and one IBRD loan approved, 15 remain
under implementation, and eight have closed.

A second Country Assistance Strategy was presented to the World Bank’s Board of Directors
in August 1997, which envisaged lending of up to 1US$260 million from blended resources
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over the FY98-00 period. A third Country Assistance Strategy is under preparation and is
scheduled to be presented to the World Bank’s Board of Directors in Spring 2001.

Table 1. List of World Bank Lending to Armenia

Active Projects Credit amount as | Disbursementas | Approval Date | Closing Date
of 12/31/00 of 12/31/00

Total 606.7 429.6

Active Projects 304.2 128.7
1 | Imigation Rehabilitation 1 43.0 37.9 12/8/94 05/31/01
2 | Highway 31.0 29.6 09/1495 12/31/00
3. | Social Investment Fund 12.0 11 11/9/95 12/31/01
4. | Enterprise Development 16.7 13.8 12/24/96 07/1/02
5. | Health 10.0 2.7 07/29/97 06/30/02
6. | SATACI 5.0 2.4 08/26/97 06/30/02
7. | Education 150 9.8 11/20/97 06/30/02
8. | Agriculture Reform 14.5 9.4 01/27/98 12/31/02

Support
9. | Municipal Development | 30.0 7.4 06/11/98 12/31/03
10. | Title Registration 8.0 1.6 10/13/98 12/31/02
11. | Electric. Transm. & 21.0 1.3 03/4/99 06/30/02

Distribution
12. | Irrigation Dam Safety 26.6 1.3 06/24/99 03/31/05
13. | Transport 40.0 0.0 06/08/00 31/12/04
14. | Social Investment Fund I | 20.0 0.5 05/11/00 12/31/05
15. | Judicial Reform 11.4 0.0 09/14/00 12/30/04

Completed Projects: 3025 300.9
16. | Institution Building 120 10.7 03/30/93 11/30/97
17. | Earthquake Rehabilitation | 28.0 29.7 02/01/94 06/30/97
18. | Power Maintenance 13.7 13.2 12/08/94 06/30/99
19. | Economic Rehabilitation | 60.0 64.3 02/28/95 06/30/96
20. | SAC 60.0 58.5 (2/29/96 12/31/97
21. 1 SACTII 60.0 58.6 08/26/97 06/30/99
22. | SATACI 3.8 2.7 02/29/96 06/30/00
23. | SACHI 65.0 63.4 12/22/98 06/30/01
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European Bank for Reconstruction and Development (EBRD)

As of mid-2000, the EBRD had signed three government guaranteed projects in Armenia. In
March 1993 the EBRD approved a ECU 52.4 million loan for construction on the Hrazdan
thermal power plant, aimed at the eventual closure of Armenia’s nuclear plant in Medzamor.
The government is contemplating the privatization of Hrazdan as the completion of this
plant, which has been estimated recently to cost a further US$120 million, is constrained by
limited budgetary resources. The EBRD has an arrangement for funding of technical
assistance for the Hrazdan privatization prospectus and continues to advise on the
privatization process. In November 1994, an ECU 18.9 million loan to build an air cargo
terminal in Zvartnots Airport as signed. A Wholesale Food Market Project loan was agreed
in early 1996 for EC 13 million, including ECU 3 million as a line of credit for on-lending to
food producers. However, the project encountered serious difficulties, which slowed down
implementation, with disbursements amounting to under ECU 1 million by mid-1998. The
EBRD and the government agreed to cancel the outstanding amount of the loan and to
reconsider the project once a temporary market operates at full capacity.

Currently, EBRD is actively supporting the pending privatization of the electricity
distribution system. If the privatization of the system is carried out in a manner that complies
with international standards, EBRD is committed to take an equity position of up to

20 percent (for a maximum of US$20 million) in the privatized companies. Furthermore,
EBRD is considering the possibility of investing in equity and providing financing to the
privatized Armentel for the expansion and modernization of the national telecommunications
network. It has extended a loan to the Arak Brandy factory which was recently sold to the
French Pernod company. A small multi-bank onlending facility was activated in early 2000;
should the initial experience prove positive, EBRD is committed to further expand lending
under this facility.
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Armenia: Fund Technical Assistance Missions, 1998-20001/

Subject | Type of Mission ! Timing Counterpart
Fiscal Affairs Department
Development of Treasury | Resident Advisor From September 1998 MFE
Tax Policy Expert Team Visit March 1 — 12, 1995 MEFE and Ministry of
Nature Protection
Tax Administration Technical Assistance Feb. 28 — March 13, 2000 | MFE and Ministry of
Mission State Revenue
Tax Policy and Visit of an Armenian August 7— 11, 2000 MFE and Ministry of
Administration Delegation in Washington, DC State Revenue
Monetary and Exchange Affairs Department
Monetary and Foreign Long-Term Expert November 1997 — CBA
Exchange Operations Novernber 1998
Bank Supervision Short-Term Expert Periodic Visits CBA
' 1998 — 1999

Monetary and Foreign Technical Assistance January 20 — CBA
Exchange Operations February 3, 1998
Monetary Policy and Technical Assistance November 09 — CBA
QPS/BKG Sector Issues November 13, 1998
Monetary Operations and | Technical Assistance February 21 - ~ CBA
Bank Supervision March 05, 1999
Monetary Operations Short-Term Expert Periodic Visits CBA

1999 - 2000
Bank Supervision Long-Term Expert Since April 2000 CBA
Monetary Policy Research | Short-Term Expert April 28 — May 04,2000 | CBA
Financial Sector Financial Sector Assessment September 5 — CBA
Assessment Program Program September 22, 2000 and

January 24 — January 26,

2001

Statistics Department

Multisector Technical Assistance QOctober 26 — MTE, CBA, Ministry

November 11, 1998 of Statistics
National Accounts Technical Assistance August 3-16, 1999 Ministry of Statistics

Statistics

Balance of Payments Technical Assistance September 7 — Ministry of Statistics
Statistics October 4, 1999

Data Dissemination Technical Assistance August 29 - National Statistics
Standards September 11, 2000 Service

1/ For Technical Assistance missions prior to 1998, see EBS/98/213.
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Armenia: Statistical Issues

The overall quality, timeliness and coverage of macroeconomic statistics in Armenia have
improved significantly over the past few years, in part owing especially to technical
assistance from MAE, FAD and STA. Since September 1997, an Armenia country page has
been added to the IFS. However, further improvement is needed in the real and external
sectors areas in order to enhance the design and monitoring of economic policies. Table 1
shows the availability of core statistical data, and the authorities’ publication policy.

National accounts and price statistics

The Ministry of Statistics (now National Statistics Service) has already made significant
changes to the national accounts methodology to bring it more in line with international
practice. Good progress has been made in developing estimates of quarterly GDP at 1996
prices, which have already been published. Basic data collection procedures have also been
improved, with national accounts adopting the concept of gross value based on accrued sales
valued at transaction prices. However, progress has been slow in collecting data by discrete
time periods and national accounts data at constant prices are still derived by comparable
prices instead of the producer price index, which suffers from inadequate coverage. With
STA assistance, the consumer price index program is in place and CP1 data are current. With
respect to wage data, coverage is still limited to the public sector.

Fiscal statistics

Fiscal data have problems with respect to both timeliness and quality. Revenue and cash
expenditure data for the republican budget are available on 2 daily basis, with a lag of one to
two days. Reporting of arrears has been improved by introducing regular reports from line
ministries on outstanding obligations due but not yet paid. However, there have been delays
in providing these reports to the treasury. In addition, the treasury has only limited
possibilities to audit the reports. The treasury is in the process of implementing measures
designed to improve this situation. Expenditures are reported in line with GI'S standards.
There remain significant shortcomings in the timeliness and quality of data on the
transactions of local governments.

Money and banking statistics

Money and banking statistics are provided on a timely basis. Data on CBA accounts are
available daily, with a one day lag, while the monetary survey is provided weekly with a one
week lag, The CBA provides monetary statistics on exchange rates and interest rates with a
very short lag. A new chart of accounts, relying on the IAS, was introduced in January 1968
and since then the balance sheets of the Monetary Authority and of the Deposit Money Banks
follow IAS methodology. Some improvement is however needed in the area of interest rates,
in order to decompose data on commercial operations from data on special operations done at
a non-commercial interest rates.
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External Sector statistics

The coverage of external sector data has improved in recent years. The trade statistics are
provided on a timely basis, and directions of trade statistics as well as trade data by type of
commodity are available with a few weeks lag. Information on the remaining items of the
balance of payments is adequate in terms of coverage, and timeliness, as information 1s
available quarterly with a lag of about two months.



Table 2. Armenia: Core Statistical Indicators

Exchunge | Intemnational Central Bank | Monetary Interest Consumer Exports/ | Balance of Central GDP External
Rates . Reserves Balance Sheet Survey Rates Price Index Imports payments | Government Debt
Balance

Date of Latest 02/08/01 02/08/01 02/08/01" 02/02/01 January Janmary December Q3 December | December | December
Qbservation 2001 2001 2000 2000 2000 2000 2000
Date Received 02/12/01 02/12/01 02/12/01 02/06/00 02/12/01 01/28/° 01/20/01 01/20/01 01/16/01 01/11/01 01/20/01
Frequency of Daily Daily Daily Weekly | 2-3 times/ |  Monthly Monthly Quarterly Monthly Quarterly | Quarterly
Data week
Freguency of Weekly Weekly Weekly Weekly Weekly Monthly Monthly Quarterly Monthly Quarterly | Quarterly
reporting,
Source of CBA CBA CBA CBA CBA NSS NSS NSS MFE NSS MFE
Update
Mode of Email LEmatl Email Email Email Fax Email Email Fax Fax Fax
Reporting
Confidentiahity Public - Public - Public Public Public Public Public Public
Frequency of Daily Quarterly Quarterly Monthly Monthly Monthly Meonthly Annually Monthly Quarterly | Apnually
Publication

_SS_

1/ Summary of key agprepates. In general, summary information on key central bank aggregates is available at short notice upon Tequest.

Abbreviations: CBA — Central Bank of Armenia, MFE — Ministry of Finance and Economy, NSS -— National Statistics Service

AT XIANAFddV
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Armenia—Medium Term Balance of Payments and External Debt Outlook

1. The staff’s medium term balance of payments and external debt projections extend
through 2010. For the PRGF-supported program period (2001-03) the projections take into
account ongoing foreign investment projects in tourism, and in the mining, aluminum
processing, and diamond industries, which will significantly increase Armenia’s capacity to
export. Only existing project commitments are incorporated into conservative external
budgetary disbursement projections, but external grant inflows are projected to increase
sharply in 2001 and 2002 owing to the implementation of major new projects financed by the
Lincy Foundation (an NGO based in the United States financed by a member of the
Armenian diaspora).

2. For the 2004-10 period, and in the absence of major external shocks or policy
slippages, the expectation is that the economy will continue to expand rapidly, led by exports
and financed mainly by buoyant FDI inflows predicated in part on the current low level of
foreign investments in Armenia (FDI inflows did not commence in earnest until 1998). In an
environment of continued price stability (no more than 3 percent annual inflation)
investments are expected to remain at around 21-22 percent of GDP; nevertheless, economic
growth is expected to slow down to 5 percent annually as the efficiency gains from the
privatization process taper off. In addition, the projections incorporate the following specific
assumptions:

. The real effective exchange rate remains constant at the end-2000 level;

. Merchandise exports will expand by 8% percent annually (about 6 percent in real
terms};

. Underlying merchandise imports {total imports less humanitarian imports and imports

of uncut diamonds) will expand by 5% percent annually reflecting an elasticity of
underlying import growth with respect to domestic demand of 0.8;

. Non-merchandise trade-related service items will grow in line with the growth of
GDP;

. Workers’ remittances and private transfers will grow in line with projected growth of
GDP in Russia;

. Official transfers will remain constant in real terms;

e The externally financed fiscal deficit will remain at 2.0 percent of GDP;

o IDA investment credit disbursements will remain at $45 million annually;

. Non-IDA disbursements are assumed to be repaid in 2011-20 and carry a rate of

interest of 2.0 percent;



- 60 - APPENDIX V

. The residual financing gap is assumed to be financed at a 5.0 percent rate of interest
and to be repaid in 2011-20; and

J Gross reserves will remain at the equivalent of 3% months of imports.l

3. Public sector external debt is projected to roughly double over the coming decade,
increasing from $862 million in 2000 to $1.8 billion in 2010. The average grant element is
projected to fall from 38 percent in 2000 to 32 percent in 2010 as the higher share of the non-
concessional financing gap debt more than offsets the increasingly more concessional regular
budgetary debt. Consequently, PV debt is projected to increase from $535 million in 2000 to
$1.2 billion in 2010.2 Relative to exports (fiscal revenue), the PV debt ratio will fall from

135 percent (179 percent) to 116 percent (146 percent) over this period.”

4. As noted in paragraph 51, the medium term projections are subject to a high degree of
uncertainty. First, while the outlook does not assume a resolution of the Nagorno-Karabakh
issue and 2 reopening of regional trade routes, it is assumed that domestic political stability is
maintained and that there are no major external trade shocks, but this assumption may not
turn out to be valid. Second, significant progress toward addressing the financing gaps in the
quasi-fiscal sectors is required for the government credibly to avoid a further buildup of
external debt, which in turn will require politically difficult decisions. Third, the export base
is narrow and volatile and the outlook, especially for tourism, is subject to a high degree of
uncertainty.

3. It is difficult to quantify the possible effects of a less benign environment, but the

10 percent decrease in export earnings in 1997, following the loss of a major diamond
contract, and the 9 percent decrease (in U.S. dollar terms) in fiscal revenues in 2000,
following the political upheaval at the end of 1999, provide some indications of the
magnitude of a possible future negative shock. In this perspective, the baseline projections
are robust in that substantially higher shocks could be absorbed without rendering the
external debt unsustainable. For instance, exports would have to fall by more than 60 percent
from 2002 1o 2003 in the baseline scenario in order for the PV debt/export ratio to exceed
150 percent in 2003.

L 1f the cumulative financing gap of $358 million in 2004-10 were to remain unfilled, by
2010 gross reserves would be 1.1 months of imports and the PV debt/export ratio would be
83 percent.

2 In, “Republic of Armenia, Georgia, Kyrgyz Republic, Republic of Moldova, and Republic
of Tajikistan—External Debt and Fiscal Sustainability—Background Paper”
(SM/01/36 Supplement 1), the PV of debt in 2010 was also projected at around $1.2 billion.

3 Assuming that state budget revenues remain at 19.0 percent of GDP from 2006 onwards.
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6. The medium term projections are, however, substantially more sensitive to a
permanent reduction in the assumed rate of growth of exports. An alternative downside risk
scenario illustrates this well, This scenario assumes that FDI will be less buoyant, which in
turn will affect export performance and economic growth. In the downside risk scenario
(Table 12), FDI is assumed to average $115 million annually over the 2002-10 period (about
1 percent of GDP lower than in the baseline scenario), and real merchandise export and real
GDP growth are projected at 2%z and 2 percentage points lower, respectively, than in the
baseline scenario. In this scenario, the current account position improves less and by 2010 the
current account deficit is 9% percent of GDP. In consequence, there would be no
improvement in the PV debt/export ratio in the early part of the decade and in the second half
of the decade the ratio would increase sharply and would exceed 150 percent from 2007
onwards.

7. In these circumstances of deteriorating debt indicators, creditors might not extend
new credits as they might consider it unlikely that such credits would be repaid in full, and a
different strategy may be required for external debt. For illustrative purposes, two
hypothetical Paris Club rescheduling agreements at the end of 2007 (when the PV
debt/export ratio would exceed 150 percent for the first time) are presented. The first, along
the lines recently extended to Georgia, would not ensure that the PV debt/export ratio would
fall back below 150 percent as the eligible debt service that could be consolidated in 2008-09
is not very large (Table 13). The same result would obtain, in the initial years, with a Paris
Club rescheduling on Naples terms; in this case however, if a stock of debt operation were
applied by end-2010, the PV debt/export ratio would fall to 123 percent, closer to the level
projected in the baseline scenario.



-62 - APPENDIX VI

Mr. Horst Kohler
Managing Director

International Monetary Fund
Washington, D.C. 20431

April 26, 2001

Dear Mr. Kohler:

We are committed to moving ahead with an ambitious and far-reaching macroeconomic and
structural reform program in the 2001-2003 period, which will build upon past reform efforts
that have been financially supported by the IMF and the World Bank since 1994. Following
the decline in output in the early 1990s, significant progress was made on macroeconomic
stability and restoration of growth under the government’s economic reform program during
1996-1999, supported by arrangements under the IMF’s Enhanced Structural Adjustment
Facility (ESAF) and by considerable World Bank assistance. At the same time, and despite
the economic growth performance during this period, there has been very little progress in
reducing poverty and income inequality, as reflected in the Interim Poverty Reduction
Strategy Paper (IPRSP).

The Armenian economy weakened following the political assassinations in October 1999.
The resulting political uncertainty led to a very significant deterioration in the fiscal position
and a temporary slowdown in the real economy which only began to be reversed as the
political situation stabilized in the course of 2000. In the fiscal area, there was a very
substantial and rapid run-up in budgetary expenditure arrears beginning in the fourth quarter
of 1999, reflecting the effects of the political situation on external financing and tax receipts.
The government has already taken measures to improve tax revenues and there are clear
signs of a revenue recovery starting in June 2000. In the real sector, the economy contracted
in the fourth quarter of 1999 but real GDP began to recover starting in the second quarter of
2000, and growth accelerated in the remainder of 2000, despite a summer drought affecting a
portion of agriculture.

The attached Memorandum of Economic and Financial Policies outlines our key
macroeconomic objectives and policies for 2001 to 2003, which are designed to address these
challenges, and objectives and policies for the first year of the program. At the center of the
program is a sizeable fiscal adjustment that will be supported by structural reforms, in
particular efforts to improve tax administration and expenditure control, and to improve
governance. The memorandum also describes our initiatives to strengthen the banking
system. The IPRSP, which was prepared by the government after extensive discussions with
representatives of civil socicty and international institutions, lays out our broader structural
reform efforts aimed at poverty reduction and economic growth.
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In support of our economic adjustment and reform program, Armenia requests a three-year
arrangement under the Poverty Reduction and Growth Facility (PRGF) in an amount
equivalent to SDR 69 million (75 percent of quota).

We are confident that the policies and measures described in the attached memorandum are
adequate to achieve the objectives of the program. However, the government and the Central
Bank of Armenia stand ready to take any other measures that may become appropriate for
this purpose. In the period of the PRGF arrangement, the government and the Central Bank
of Armenia will regularly consult with the IMF concerning additional measures that may
become appropriate and will provide the IMF with such information as the IMF requests in
connection with the progress of Armenia in implementing the policies and reaching the
objectives of the program supported by the PRGF arrangement.

After the period of the arrangement, and while Armenia has outstanding financial obligations
to the IMF from loans and earlier arrangements, the government will consult with the IMF on
Armenia’s economic and financial policies from time to time, at the initiative of the
government or at the request of the Managing Director. Armenia will conduct with the IMF
the first semi-annual review of its program before September 30, 2001, as described in the
attached memorandum,

Sincerely yours,

/s/
Andranik Margaryan
Prime Minister
‘Republic of Armenia
/sl /s/
Vartan Khachatryan Tigran S. Sargsyan

Minister of Finance and Economy Chairman of the Central Bank
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Republic of Armenia
Memorandum of Economic and Financial Policies for 2001-2003
I. INTRODUCTION

1. We are committed to moving ahead with an ambitious and far-reaching
macroeconomic and structural reform program in the 2001-2003 period, which will build
upon past reform efforts that have been financially supported by the IMF and the World
Bank since 1994. Following the decline in output in the early 1990s, significant progress was
made on macroeconomic stability and restoration of growth under the government’s
economic reform program during 1996-1999, supported by arrangements under the IMK’s
Enhanced Structural Adjustment Facility (ESAF) and by considerable World Bank
assistance. Period average CPI inflation declined from 175 percent in 1995, prior to the start
of the ESAF, to 0.7 percent in 1999. Real growth, driven by construction and services,
averaged around 5 percent over the program period, despite the effects of a drought and the
impact of the Russian economic crisis. At the same time, however, despite the economic
growth performance during this period, there has been very little progress in reducing
poverty and income inequality, as reflected in the Interim Poverty Reduction Strategy Paper
(IPRSP).

2. Non-inflationary monetary and fiscal policies contributed to this strong
macroeconomic performance. The non-inflationary fiscal stance was facilitated by abundant
official external financing. Inflation remained low in 1998-1999, even though program
projections for broad money growth were exceeded in almost every quarter since late 1996,
as money demand continued to respond more strongly than anticipated to the stabilization
policies pursued. Nevertheless, there was a worrisome lack of progress in increasing exports,
which contributed to the very rapid growth in external debt ratios (the external debt/export
ratio increased from 127 percent at end-1995 to 223 percent at end-1999). In addition, real
interest rates remained high, and there were frequent budgetary revenue shortfalls and
problems with expenditure control.

3 Substantial progress was made in structural reforms during the peried of the ESAF
arrangements. Progress was achieved on banking system reform, establishment of a treasury,
strengthening of the social safety net, and revising tax laws. Considerable reforms were also
carried out in the quasi-fiscal sectors (including the energy, irrigation, and drinking water and
sewage sectors}—improving collections and production efficiency, beginning the process of
eliminating the culture of non-payment, improving the transparency of and budgeting for
quasi-fiscal energy subsidies, and initiating the privatization of the sector.

4, The Armenian economy weakened following the political assassinations in October
1999. The resulting political uncertainty led to a very significant deterioration in the fiscal
position and a temporary slowdown in the real economy which only began to be reversed as
the political situation stabilized in the course of 2000. In the fiscal area, there was a very
substantial and rapid run-up in budgetary expenditure arrears beginning in the fourth quarter
of 1999, reflecting the effects of an unstable political situation on external financing and tax
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receipts. The government has already taken measures to improve tax revenues and there are
clear signs of a revenue recovery starting in June 2000. In the real sector, the economy
contracted in the fourth quarter of 1999 but real GDP began to recover starting in the second
quarter of 2000, and growth accelerated in the remainder of 2000, despite a summer drought
affecting a portion of agriculture. Although consumer prices rose by almost 3% percent in the
last two months of the year, comulative inflation for 2000 as a whole was only 0.4 percent.

II. THE MEDIUM-TERM STRATEGY

5. To address Armenia’s remaining external and fiscal vulnerabilities, and to ensure a
sustained resumption of economic growth as the cornerstone for efforts to reduce poverty, the
government and the Central Bank of Armenia (CBA) have adopted a comprehensive and
ambitious macroeconomic and structural adjustment program for the period

January 2001-December 2003. Under this program, developed in collaboration with the staffs
of the IMF and the World Bank, we intend to strengthen public finances to eliminate the
outstanding stock of budgetary arrears, maintain a rate of monetary growth consistent with
continued price stability, progressively eliminate financing gaps in the quasi-fiscal sectors,
further improve regulation of the banking sector, and improve governance through increased
transparency and reduced corruption. The envisaged reforms are consistent with the IPRSP,
which sets out the main elements of the broader program aimed at achieving sustained, rapid
growth and poverty reduction. The program will be modified appropriately once the Poverty
Reduction Strategy Paper (PRSP) has been finalized.

Macroeconomic Objectives and Policies

6. Our medium-term strategy will be to implement appropriate monetary and fiscal
policies, as well as structural reform and governance measures, in order to enhance
Armenia’s growth prospects. Macroeconomic policies will need to focus initially on raising
budgetary revenues and clearing arrears, and on reducing the fiscal deficit gradually over
time, while pursuing a monetary policy consistent with price stability. Major initiatives to
implement structural reforms and strengthen governance will be essential for improving the
overall business environment, encouraging more investment (including foreign direct
investment), and stimulating export growth. These policies should also help reduce the
external debt burden over time.

7. Armenia’s growth is projected to average around 6 percent per annum during
2001-2003 and be broadly based, while annual inflation should be held to about 3 percent.
Fiscal policy under the program will focus on a gradual decline in the deficit which would be
in line with the need to slow the growth of Armenia’s external debt. On the basis of present
commitments of external financing, the fiscal deficit (accrual basis) is currently projected to
decline, from about 6% percent of GDP in 2000, to 3 percent in 2003. This deficit reduction,
combined with net private investment that is around 7%-8 percent in both 2000 and 2003,
would make possible a reduction of the current account deficit from 14%: percent in 2000 to
102 percent in 2003.
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Fiscal Policy

8. Fiscal policy will focus on: (i) gradually reducing the deficit and eliminating the stock
of arrears; (ii) maintaining an appropriate balance between current and capital expenditures
while reducing non-productive expenditure; (1i1) rationalization of social expenditures and
possibly increasing them; and (iv) achieving ambitious but realistic tax revenue targets.

9. Reliance on external financing is expected to decline over the program peried, and it
is our intention to avoid contracting any new non-concessional external debt obligations. We
intend to continue our efforts to improve coordination of monetary and fiscal policies and the
functioning of the treasury bill market, which should lead to a decline in interest rates on
treasury bills over the medium term. In view of the modest stock of domestic debt, there may
be some scope for increasing reliance on the issuance of government securities, although the
scope for such financing is limited given the need to avoid crowding out of the private sector.
The prohibition on net inter-quarter direct financing of the budget by the CBA has proven to
be useful in contributing to macroeconomic stabilization, and it will continue.

10.  Strengthening of tax collections will come largely from improved tax and customs
administration, and through improved governance including increased transparency and
reduced corruption. The government has already achieved progress in the reform of the tax
system, in particular, the abolition of nuisance excise taxes, broadening the tax base (removal
of exemptions under the VAT, personal and corporate income taxes, and mandatory social
insurance contributions), and rationalization of tax rates. Additional measures will include
the elimination of remaining tax exemptions and the unification of widely varying excise
taxes on similar products, which currently provide opportunities for tax evasion or avoidance.
Over the program period, as the administrative capacity for VAT refunds improves and
interest rates decline, we will make every effort to extend collection of the VAT to the border
for all eligible goods.

11.  Improving expenditure efficiency will require a number of steps, including to:

(i) improve and consolidate development of the treasury system; (ii) improve the internal
audit function of the Ministry of Finance and Economy (MFE) and the line ministries;

(iii) strengthen the government’s capacity to assess potential public investment projects;

(iv) improve the management of state debt (including both external and domestic debt); and
(v) refine the Medium Term Expenditure Framework (MTEF) and integrate it into future
budget preparations. The key goal of expenditure control will be the prevention of new
expenditure arrears. To this end, we intend to implement measures to improve the procedures
for recording and timely monitoring of expenditure arrears of the general government.

12.  AXkey element of the MTEF will be the prudent utilization of privatization proceeds.
Any expenditure financed by privatization proceeds will be done in the context of the
medium term strategy that was prepared prior to the submission of the 2000 budget. We
intend to review this strategy periodically as needed, in consultation with the IMF and World
Bank staff, especially in connection with the annual budget submissions to the parliament. In
reviewing such plans, explicit consideration will be given to identifying ways in which these
funds would assist in the program to reduce poverty. We shall continue to follow the
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principle that the bulk of proceeds in the Special Privatization Account (SPA) should be used
for well thought out capital expenditures (one-off revenue should not be used to finance
current expenditure) and the retirement of non-concessional external debt (given the high
external debt burden). Any reduction in the present value of the stock of non-concessional
external debt arising from debt rescheduling agreements could be used to reduce the amount
to be devoted for the retirement of such debt. We will consult with the World Bank staff
regarding the list of capital projects to be financed using SPA proceeds.

13.  We are currently negotiating a possible restructuring of Armenia’s debt to Russia
(part of which is in arrears), and we remain hopeful that the prospective agreement with
Russia—which might take the form of a debt/equity swap—will lead to a substantial
reduction in the present value of Armenia’s external debt. The government will submit to the
parliament draft amendments to the 2001 budget law which will enable the government to
repay external arrears to Russia by drawing down the SPA.

14.  The nuclear power plant may soon need to finance the purchase of additional fuels
and other necessary inputs. This purchase will be made either by drawing on an existing line
of credit from Russia, for which the available balance is $11.6 million, or by the government
contracting or guaranteeing the contracting of a new non-concessional loan instead of
drawing on the existing line of credit. Should the latter approach be followed, the
government will not subsequently draw down the credit line’s available balance and will—in
the context of any debt restructuring agreement with Russia—request that the credit line be
closed.

Monetary, Exchange Rate, and Trade Policies

15.  Building on its success in maintaining low inflation during 1998-2000, the main
objective of the CBA will be to implement a monetary policy consistent with its abligation
under the law to maintain price stability. This objective will be accomplished through
adherence to an indicative reserve money corridor, which will serve as the nominal ancher
for monetary policy. The CBA will continue to maintain a flexible exchange rate policy and
will only intervene in the foreign exchange market to smooth short-term exchange rate
fluctuations. Given the CBA ’s reluctance to allow the exchange rate immediately to adjust
fully to exchange market pressures, movements of reserve money toward the edges of the
corridor will provide the CBA with a signal of the need to reassess its short-term credit and
foreign exchange market policies. In the event that reserve money moves outside the
corridor, the CBA will consult promptly with the IMF staff regarding the appropriate policy
response.

16.  The government will continue to coordinate closely with the CBA in order to smooth
budgetary expenditures as much as possible in the event of bulky inflows of official external
financing, or short-term bridging operations—which would only take place under
extraordinary circumstances—involving the SPA. Any bridging operation would be
coordinated in such a way between the MFE and the CBA that the reserve money corridor
would not be breached. In this connection, and in light of the delay in the first disbursement
under the SAC IV by several weeks, we have decided to borrow up to dram 5 billion frem
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the SPA temporarily, which will be repaid on receipt of the first SAC IV disbursement.
Moreover, we recognize that continued independence of the CBA is essential for ensuring
that monetary policy is conducted in a manner that is consistent with price stability.

17.  Armenia maintains a liberal trading system with no nontariff barriers (for trade
protection purposes) and no export taxes. Most imports enter the country duty-free, while
goods subject to import duties are assessed a uniform 10 percent import duty. The payments
system is also very liberal with no current account restrictions and only a few minor capital
account restrictions (most of which are imposed for prudential reasons). The government will
maintain this liberal trade and payments system, which has served Armenia well, and strive
to integrate further the Armenian economy into the world economy. In the very near future
the government expects to adopt the remaining regulatory and legal requirements for WTO
admission with the hope of completing Armenia’s accession to the WTO in 2001.
Furthermore, the government will redouble its efforts to attract foreign direct investment
through a strengthened public relations campaign abroad and an improved business
environment at home.

18.  During the period of the program, we will not: (i} impose or intensify restrictions on
payments or transfers for current international transactions; (ii) introduce multiple currency
practices; (iii) conclude bilateral payments agreements that are inconsistent with Article VIII
of the IMF’s Articles; or (iv) impose or intensify import restrictions for balance of payments
reasons.

Balance of Payments and External Financing

19.  The trade balance deficit (goods and services) is expected to narrow significantly
from 27 percent of GDP in 2000 to 20%% percent of GDP in 2003 as exports will benefit from
buoyant foreign direct investments into the diamond cutting, base metal, and tourism
industries, while import demand is expected to remain subdued as new enterprises emerge
and newly privatized industries improve business practices and gain a higher share of the
domestic market. Part of the lower trade balance deficit is expected to be offset by higher
outflows of profit remittances and lower official transfers; nevertheless, the external current
account deficit is programmed to narrow by about 4 percentage points of GDP (in line with a
targeted increase in public sector savings of a similar magnitude) to around 10% percent of
GDP by 2003. Over the program period, foreign direct investments are expected to provide
the bulk of external financing as the government—cognizant of the need to limit the further
build up of external indebtedness—will target net external budgetary financing of nearly

2V percent of GDP in 2003, down from nearly 4% percent in 2001, but somewhat higher
than the figure of 172 percent i 2000.
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Quasi-fiscal Sectors

20.  We intend to implement a reform strategy designed to eliminate the culture of non-
payment, particularly in the quasi-fiscal sectors (defined as energy, irrigation, water and
sewage companies, district heating, and the Nairit chemical company). To complete the task
of improving the viability of the quasi-fiscal sectors, it will be essential to take further
measures, to be designed in consultation with the World Bank staff, to make these sectors
progressively more self-reliant, through reduced losses, improved revenues, and if necessary
higher tariffs. By the end of the program period, we are committed to either eliminating the
financial gaps of these sectors or covering any remaining financial gaps by budget support.

21.  Inthe energy sector, privatization of the energy distribution companies (EDCs) to
internationally reputable companies on the basis of competitive tenders will be essential to
promote the efficient and least cost operation of the companies. In addition, we intend to
strengthen the legal and regulatory framework; promote the successful development of
competitive electricity markets; and attract private investment in the non-privatized parts of
the power sector. We intend to attain full cost-recovery operation in the electricity
transmission sector; ensure continuous assessment of the financial condition of the borrowing
entities; and set financial performance targets to help achieve financial viability of the sector.

22. It will also be important to improve the financial performance of the other quasi-fiscal
sectors, especially since a part of the financial difficulties of the energy sector are due to
non-payment of energy bills by the other quasi-fiscal sectors. In the irrigation sector, we aim
to reduce energy usage in irrigation pumping stations and gradually increase tariffs. For
Yerevan Water and Sewage Company, we have already recruited an international water
operator to manage the company under a four year performance contract. Measures to be
taken by the operator under the management contract are extensive, and will provide
incentives for improved performance. For Armenia Water and Sewage Company, we intend
to ensure that reforms do not affect access of the poor to high quality water; improve the
company’s cash flow through the reform of billing and collection; and further improve the
company’s accounting practices. We also intend to promote a new water sector law modeled
on the electricity and telecommunications laws, clarifying rights and obligations of all sector
stakeholders and ensuring clear and predictable “rules of the game.” For district heating, we
intend to develop the legal framework and assess a wide spectrum of economically and
socially feasible heating options in Armenia, with a view to eliminating the fiscal deficit
arising from district heating. In 2001, in pursuit of these objectives we are committed to
develop an urban heating strategy with assistance from the World Bank, Moreover, we intend
to treat the Nairit company as a commercial enterprise, which must be viable to remain in
operation.

23.  The accumulated debts of these sectors to the energy sector, and the corresponding
debts of the energy sector to others, are a reflection of inadequate tariffs and administrative
policies which discouraged financial discipline and in some cases encouraged theft. We will
ensure that these debts are rescheduled on commercial terms.
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24.  Privatization is an essential step for ensuring the financial viability of the energy
sector and to avoid a further debt build up. The gas distribution network is already largely
privatized and, as elaborated further below, the electricity distribution network will be
privatized in early 2001. Following the successful privatization of the EDCs, we intend to
work out a strategy for restructuring energy sector debt with World Bank assistance. We aim
to move ahead with the privatization of other elements of the energy sector, in a fully
transparent manner, during the program period.

Structural Reforms and Governance

25.  In addition to the structural fiscal and quasi-fiscal reforms described previously,
progress in a number of structural areas will be critical to the success of our reform program.
This will include significant progress in completing the privatization process; measures to
reduce corruption and improve the quality and transparency of governance (in particular,
strengthening the external audit between the different bodies of the Republic of Armenia);
legal, judicial, and institutional reforms; and banking sector reforms. These efforts will be
supported by the World Bank. The government has established a working group that is
currently preparing a framework to define government functions. This includes an analysis of
the appropriate choice of government responsibilities consistent with the government’s
capacities as well as questions of decentralization and delegation of authority.

26.  We intend to enhance the financial monitoring of state-owned enterprises, including
through publishing quarterly reports about their financial operations, and complete the
privatization program in the next few years. We intend to privatize those remaining
state-owned enterprises that can be sold, while moving quickly to make final decisions about
how to handle companies that cannot be sold regardless of price. In view of the non-
payments problem in the private sector, we intend to put a high priority on improving
bankruptcy procedures (the application of which would lead either to the rehabilitation or
liquidation of an enterprise). In this regard, we intend to advance the reform of the judicial
system, in consultation with the World Bank staff, to ensure that it is adequate to support a
market-oriented economy, as well as to enhance the capacity to implement bankruptcy
procedures.

27.  Strengthening of public sector institutions, in particular implementing civil service
reform, will be a key part of our efforts to improve governance and reduce corruption, In this
regard, we have asked the international community to assist us in developing a strategy for
combating corruption. This strategy will focus on prevention, enforcement, and public
education and information. We intend to continue past effotts to increase public awareness of
the utilization of grants by requiring detailed reports, to the parliament and the public, and we
intend in the future to require similar detailed reports on the outcome of privatization efforts.

28.  Further efforts to enhance the ability of the CBA to supervise the banking system are
important since a more efficient system of financial intermediation, with greater public
confidence in commercial banks, will be an integral component of the strategy to increase
domestic saving and investment. Restructuring and privatization of the Savings Bank, the
only remaining state-owned bank, in consultation with the World Bank staff, will be a key



-71 - APPENDIX VII

step in the process of restructuring the banking sector. It will also be important to maintain
the current practice of government noninterference with the operations of commercial banks
or the enforcement by the CBA of prudential regulations. We will continue to review the
procedures for enforcing these regulations, to see if further strengthening is needed, and
continue to strengthen banking supervision. The CBA intends to increase minimum capital
requirements progressively for existing banks to the same level as new banks ($5 million) by
mid-2005. Finally, we will take steps to strengthen the powers of the CBA in bank
bankruptcy and reorganization cases. Our efforts to strengthen the banking sector will be
guided by the recommendations of the recent joint IMF/World Bank Financial Sector
Assessment Program (FSAP) mission.

Poverty Reduction

29.  Central to the new program will be a major effort to reduce poverty. As described in
the IPRSP, the key to poverty alleviation, and to reversing the pattern of increasing income
inequality, will be economic growth, because without such growth Armenia will not have the
resources to reduce poverty significantly. Accordingly, one component of our anti-poverty
strategy will consist of measures to enhance economic growth prospects that will have the
greatest impact on reducing poverty. A second major component of our anti-poverty program
will be our efforts to fight corruption and reform the civil service.

30. A third component will involve social protection. Further improvements in social
assistance will require reductions in the number of recipients of family allowances, with the
savings used to finance increased minimum or social pensions, as well as community
development programs. We intend to improve the targeting of the allocation mechanism for
family allowances and strengthen the administrative capacity for monitoring and evaluation.
Moreover, we intend to avoid making new social commitments that could be unsustainable in
the medium term.

31. A fourth component of the anti-poverty program will be a revision of the pension
system. The medium term goal is to strengthen the public pension system to provide security
for old age pensioners while reducing the cost to the budget. In this regard, we will prepare a
strategy for pension reform which provides a basis for such reforms. A fifth component will
involve shifting government expenditure toward the poor (particularly in the education and
health areas). A final component of the anti-poverty strategy will be labor market policies,
where there is a need to increase unemployment benefits, streamline the legal framework,
and liberalize employment regulations and remove various labor regulations that tend to
delay the recovery in formal employment.

II. THE PROGRAM FOR 2001

Macroeconomic Framework

32.  Real GDP is expected to increase by at least 6.5 percent in 2001, reflecting the
continuation of economic recovery and the effects of large expected private inflows from the
Armenian diaspora, as well as higher tourism related to the celebration of the 1,700 year



-72 - APPENDIX VII

anniversary of Armenia’s adoption of Christianity as its state religion. Inflation has been
projected at 3.5 percent (end-period) and our monetary policy is aimed at achieving this, but
the inflation and other macroeconomi¢ projections may be reconsidered during the year,
depending on developments.

Fiscal Policy

33.  Given the dramatic build up in state budget and pension expenditure arrears starting
in late 1999, related to the deterioration in budgetary tax revenues as well as shortfalls in
external budgetary financing due to delays in EDC privatization, a significant adjustment
effort is essential in 2001. We have already made a substantial adjustment in 2000, as
evidenced by the upward trend in state budget tax revenues since June 2000, and the extent
of adjustment during 2001, based on the budget approved by the parliament, will be even
more substantial. In the 2001 state budget, which became law on December 31, 2000, tax
revenue is projected to reach 15.1 percent of GDP in 2001 which, while still below the 1999
level, represents an increase (0.3 percent of GDP) over revenue in 2000. State budget
expenditure, equivalent to 21.2 percent of 2001 GDP, represents a reduction (excluding
capital expenditure and repair financed by SPA funds) of 0.9 percent of GDP compared to
2000, and would be 4.1 percent of GDP lower than in 1999. The overall state budget deficit
(on an accrual basis) is projected to fall from 6.4 percent of GDP in 2000 to 4.0 percent in
2001. (However, if an agreement on rescheduling Georgia’s debt to Armenia is reached, this
will create an additional budgetary financing gap of 0.2 percent of GDP.)

34.  In clearing budgetary expenditure arrears, the government is focusing its efforts on
reducing socially significant arrears, such as family allowances, pensions, and wages. During
the fourth quarter of 2000, dram 6 billion of arrears in these areas were cleared in net terms
by arranging a short-term bridging loan from the SPA. To the extent that further domestic
arrears clearance in 2001 will be feasible, the government will maintain the same priorities.

35.  Pension arrears have been reduced to less than 1% months. Although the SFSI’s
revenues are back loaded within 2001, we will nevertheless ensure that its stock of arrears
does not increase in the first quarter of 2001. It will clear at least dram 1.0 billion in arrears
in the second quarter of 2001, and by end-2001 will have ¢liminated all arrears.

36. Under the state budget, only about dram 17.2 billion of arrears (1.5 percent of GDP)
could be cleared in 2001 in the absence of further debt relief and donor assistance. Given our
track record in implementing this comprehensive and ambitious adjustment program, we
expect additional financing will be obtained from a Consultative Group (CG) meeting which
the World Bank plans to hold in the summer of 2001. However, if there is a residual
financing gap even after these additional though uncertain sources of external financing, as is
likely, we would need to carry over some amount of arrears into 2002.

37.  Inapproving the budget, the parliament also enacted a comprehensive tax policy
package. The package includes a broadening of the tax base (exemptions have been abolished
including under the VAT and from the personal income tax, enterprise profits tax, and social
contributions) and various structural measures to improve the efficiency of the tax system. It
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provides for extension of the VAT to the border from 30 percent of imported goods to

50 percent (based on 1999 trade data). The rate structure of the combined personal income
tax/social security tax has been rationalized by replacing the highly dispersed marginal rates
under the old regime with a combined flat rate.

38.  The staff of the Ministry of State Revenues (MSR) will undergo a comprehensive
performance review by end-May 2001. In parallel, the MSR has developed a job specific
training program in cooperation with USAID, which will be implemented by end-December
2001, To enhance enforcement, the MSR will develop a plan, in coordination with the
Ministry of Justice, to accelerate seizure and bankruptcy procedures by May 15, 2001. Under
amendments to the Law on Taxes that took effect on January 1, 2001, tax and SFSI bodies
are now required to initiate bankruptey proceedings for any delinquent taxpayer or
contributor within 183 days, which eliminates the scope for discretion and the associated
opportunities for abuse. In addition, we will begin to publish lists of the names of delinquent
taxpayers, on a quarterly basis, by May 8, 2001. To enhance the collection of non-tax
revenues, the government will issue a decree that defines the responsibilities of the different
state agencies in the collection process by May 1, 2001.

39,  We will also take further measures to improve collections of mandatory social
insurance contributions. Regarding customs, we will base our reform efforts on the
implementation of the findings of the diagnostic workshop held in March 2000. We have set
up an action plan (consisting, among other things, of the reform of the import and export
processes, risk assessment, and intelligence activities), in cooperation with USAID and
DFID, and will ensure its timely implementation.

40.  We also intend to implement measures to enhance expenditure control. In this regard,
we intend to complete a public expenditure review, in cooperation with the World Bank, by
end-June 2002. We have submitted a draft treasury law to the parliament, and the
government will make every effort to ensure its enactment by the parliament by end-June
2001. We plan to introduce commitment control procedures, on a pilot basis, in a few major
ministries and departments, by end-June 2001. These procedures will be implemented in all
other ministries/departments/state-governing territorial bodies by end-December 2001, We
will also introduce a system of registering payments in the treasury on the basis of accruals
by end-December 2001, which will help to improve the reliability of expenditure arrears
reporting. Lastly, we already require local governments to report their cash expenditures on
a monthly basis. Improving the internal audit procedures in the line ministries, the
departments, and state-governing territorial bodies is a long-term goal. As a first step, we
intend to approve the legal, procedural, and organizational basis for internal audit by end-
December 2001. Thereafter, we propose to implement internal audit in all of the line
ministries during 2002.

41,  In line with the basic principle on the use of SPA proceeds (see paragraph 12), and
with a view to limiting the use of such proceeds for capital expenditures in any year to
broadly one-half of the amount in the SPA at the beginning of that year, in 2001 54 percent
of this balance (after adjusting for repayment of the $15 million in bridge financing in late
2000) will be committed to capital expenditures (the corresponding figure in 2000 was
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52 percent). In addition, at least 25 percent of the initial balance (after adjusting for
repayment of the bridge financing) will be set aside for the retirement of non-concessional
external debt, with the proviso that any reduction in the present value of the stock of debt
arising from debt rescheduling agreements could be used to reduce the amount of the
set-aside.

Monetary, Exchange Rate, and Banking Sector Policies

42.  The monetary program for 2001 is designed to maintain monetary growth at a level
consistent with price stability. Given the 33 percent growth in reserve money in the second
half of 2000 related to foreign inflows and spending of SPA money (on capital expenditures
and to reduce budgetary expenditure arrears), we believe it is essential to bring the rate of
reserve money growth down very significantly in 2001, especially in the first half. If inflation
developments during the first half are higher than envisaged, the CBA will consult promptly
with the IMF staff with a view to a possible further tightening of the monetary program.

43,  Dram broad money is expected to remain flat in 2001 given the extraordinarily rapid
growth in the monetary aggregates in the second half of 2000. The projected growth of broad
money {12 percent) is based on the expectation of continuing strong growth in foreign
currency deposits and an increase in reserve money of 2 percent. The 2001 program will
target the dram equivalent of a $6 million (end-year to end-year) increase in the net official
international reserve position of the CBA, which together with disbursements under the
PRGF will enable the central bank to maintain import coverage of gross reserves of over

3% months of imports.

44,  The CBA intends to strengthen its prudential regulations to enhance further the
soundness of the banking system. The CBA and the government intend to 1ssue and
implement a loan classification system, which is in accordance with international best
practices, and takes into account the capacity of borrowers to service their loans, by end-June
2001. The CBA and the government also intend to introduce a new “watch” category to the
loan classification system and to provision for loans in this category by a greater amount than
for standard loans, by end-June 2001. The CBA will further develop valuation methodologies
with respect to loans and collateral and introduce new provision rules that are consistent with
international best practices, and more closely tailored to the risks prevailing in the Armenian
economy, by end-December 2001. The CBA has already issued guidelines for the
measurement and management of foreign exchange, interest rate, and liquidity risk by
commercial banks, and intends to issue guidelines for credit risk by end-December 20G1.
Minimum capital requirements for existing banks, presently $1 million, will be increased to
$1.3 million by end-June 2001, $1.5 million by end-June 2002, $2 million by end-June 2003,
and to the same level as new banks ($5 million) by end-June 2005. The CBA has also
decided to establish a credit burean, among the banks, to fill the gap in credit information
about companies, by end-February 2002.

45.  In order to strengthen the CBA’s ability to deal effectively with problem banks
(including by giving the CBA power to change the management of insolvent banks and banks
that are solvent but fail to comply with prudential requirements), the CBA has submitted a
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new draft Law on Bankruptcy of Banks to the government, and the government will submit a
draft to the parliament by end-June 2001, with a view to obtaining parliamentary approval of
the law by end-October 2001. The new law would enhance the ability of the CBA to deal
adequately with insolvent banks. In particular, it should be drafted in a manner that would
enable the central bank to undertake swift action in bank bankruptcy cases. The government
will submit draft amendments to the parliament of the CBA Law and/or the Law on Banks
and Banking Activity by end-June 2001, and make every effort to ensure parliamentary
approval of these amendments by end-December 2001, in order to enhance the CBA’s
authority to require implementation of remedial action, including decisions to terminate a
bank license or initiate the bankruptcy of a bank, and to give the CBA the authority to
confirm any changes in bank ownership. The CBA and the government will take the
necessary steps to strengthen penalty provisions, if necessary by incorporating these changes
into law.

46.  The government is firmly committed to maintaining the independence of the central
bank, and will not enact or support any legislation or legislative initiative that may infringe
upon the independence of the central bank, in terms of management, functions, or operations.
Should a draft Law on Statutes be proposed that could possibly infringe upon the
independence of the central bank, the government will propose that the draft classify CBA
Board resolutions as legal statutes and not as acts of a state agency. The government will
submit a draft law, or draft amendments to existing laws, to provide for appropriately
regulated non-bank financial institutions, and bank reorganizations, to the parliament by end-
December 2001. Also, the government will review and submit amendments to the Securities
Market Regulation Law to the parliament by end-June 2001, with a view to adoption by end-
December 2001, to ensure that the activity of domestic banks in the government securities
market is not regulated by this law, and that banks can engage in dealing and brokerage
activities without special licensing from the Securities Commission.

Balance of Payments and External Financing

47.  Notwithstanding the significant narrowing of external imbalances in recent years, the
balance of payments remains vulnerable. In 2001, higher economic growth and investments
are likely to boost imports, thus limiting the scope for a further narrowing of the external
current account deficit. Even though foreign direct investment is expected to remain
buoyant—in part because of the planned privatization of the EDCs and other investments
into the energy sector—the capital account surplus is not expected to finance the current
account deficit fully.

48.  An external financing gap of $96 million is projected for 2001, which reflects an
overall balance of payments deficit of $45 million, a targeted reserve build-up of $23 million
(so as to achieve gross reserves equivalent to over 3%2 months of imports), IMF repayments
of $10 million, and $19 million of arrears clearance to Russia. The financing gap is expected
to be filled in part by first-year disbursements under the PRGF arrangement ($26 million)
and the World Bank’s SAC IV ($50 million). To fill the residual financing gap of

$20 million, additional donor support would also be needed, and as noted above the World
Bank plans to hold a CG meeting in the summer of 2001.
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Quasi-fiscal Sectors

49,  Inthe energy sector, we intend to send final agreed tender documents to potential
bidders in the competitive tender for privatizing the EDCs, conducted under the World Bank
supported program, by July 9, 2001. Moreover, we intend to improve the transparency and
monitoring of the financial performance of the quasi-fiscal sectors under the program. In this
regard, we have already included the projected financing gaps for the key quasi-fiscal sectors
(energy, irrigation, and water and sewage companies) in the message of the government
accompanying the 2001 budget approved by the parliament. As a first step toward
incorporating explicit financial targets for the quasi-fiscal sectors into our program, and on
the basis of quarterly projections, we have established semiannual floors for the primary
balance of the energy sector for 2001. While the data are not presently available to specify
semiannual financial targets for the other key quasi-fiscal sectors (irrigation and water and
sewage companies), we intend to develop a mechanism for monitoring the financial
performance of these sectors on a semiannual basis by end-December 2001, starting with
Yerevan Water and Sewage Company by end-June 2001, In the meantime, we have
established annual floors for 2001, for the primary balances of these quasi-fiscal sectors. We
will also work to produce annual cash flows for district heating and the company Nairit that
are adequate for the purpose of setting financial targets.

50.  In addition, concerning the energy sector, the government has already issued a decree
that obliges the MSR, the Ministry of Energy, and the MFE to use the same methodology for
the determination of tax liabilities (including penalties and fines). Moreover, we will issue a
decree that prohibits state-owned enterprises from supplying goods and services to (or on
behalf of) the power sectors, without written agreements on the goods and services to be
supplied, their prices, and terms of payment (deadlines, interest on credit, and penalties on
late payments) by end-May 2001. We intend to issue a detailed report to the parliament and
the IMF staff on the terms of the 1998 gas-for-equity swap, including how this deal was
reflected in the accounts of the state budget and the balance sheets of participating
companies, by end-June 2001.

Governance

51.  We are firmly committed to following through on our efforts to improve governance
and reduce corruption. Efforts to combat corruption will be coordinated by the Prime
Minister’s recently established anti-corruption commission, which has been charged with
elaborating a major program of actions in this area. As an important first step in our efforts to
fight corruption, we have submitted a revised draft law on financial disclosure of public
officials to the parliament, taking into account the extensive comments already received from
IMF staff, and will make every effort to ensure parliamentary approval of this law by end-
June 2001. In parallel, we intend to achieve enactment of a new civil service law, which has
been developed in close cooperation with the World Bank staff. To ensure progress in the
program to define government functions, the working group (see paragraph 25) will submit a
concept paper to the government and to the public by end-June 2001.
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52. To improve reporting of fiscal data to the public, by end-June 2001 we will start to
publish monthly comprehensive reports (including revenues, expenditures, financing,
receivables, and payables) on budget execution and accounts on a pilot basis, and based on
the results of the pilot we intend to institute the reporting for all ministries by end-December
2001. These reports will contain detailed information on the use of external grants and loans,
privatization transactions and the use of privatization proceeds, the financial condition of
major state-owned enterprises (quarterly reports only; we will refine the list of such
enterprises by end-June 2001), budget execution relative to the approved budget, and the
status of tax and expenditure arrears. In addition, all ministries, departments, and
state-governing territorial bodies will provide annual reports on their performance. Finally,
we have hired an external auditor—through international tender—for the use of SPA
proceeds.

53.  Moreover, we intend to implement a number of measures related to improvements in
tax administration, and other structural fiscal measures, which are linked to improved
transparency and governance. In particular, our program envisages the implementation of a
comprehensive audit program in cooperation with USAID. As a first step, we will put in
place a fully operational system of VAT cross-checks, based on the receipts collected
through audits. By end-May, we will complete the regulatory framework (i.e., the
government decree providing the data format), with a view to having in place a fully
operational system of VAT cross-checks by end-June 2001. By end-June 2001, the
comprehensive automated audit system will be operational in all Yerevan offices. To support
the audit program, we will develop rules for the collection of information and the application
of indirect audit methods. By end-December 2001, we will extend the automated system to
all tax offices.

Prior Actions

54.  We have taken or will take the following prior actions before the IMF Executive
Board considers our request for an arrangement under the PRGF:

. Replenish in the first quarter of 2001 the SPA by the full amount borrowed from it in
late 2000,

. Meet cumulative state budget tax revenue targets for the relevant periods
(dram 21.0 billion for January-February, dram 35.5 billion for January-March, and
dram 50,0 billion for January-April, 2001);

o Ensure no increase in the stock of state budget arrears after end-December 2000;
. Ensure no increase in the stock of SFSI arrears after end-December 2000;
. Clear/restructure all external arrears;

. Conform to the monetary program for the relevant periods;
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. Submit to the parliament a draft treasury law, prepared in consultation with the IMF
staff;
. The government will have signed a contract with an external auditor—hired through

international tender—for the use of SPA proceeds; and

. Submit to the parliament a revised draft law on financial disclosure of public officials,
prepared in consultation with the IMF staff.

Program Monitoring and Reporting Requirements

55.  Program monitoring will be carried out on the basis of semiannual quantitative
performance criteria and quantitative benchmarks, structural performance criteria, and
structural benchmarks, for the period January 1, 2001 to December 31, 2003, with
semiannual reviews based on performance as of end-June and end-December of each
program year. Quantitative performance criteria have been set for June 30 and December 31,
2001, and quantitative benchmarks have been set for September 30, 2001. The quantitative
performance criteria include: (i) a ceiling on the net domestic assets of the CBA; (ii) a ceiling
on net domestic banking system credit to the central government; (iii) a ceiling on state
budget arrears; (iv) a ceiling on SFSI arrears; (v) a floor on state budget tax revenues; (vi) a
ceiling on the overall cash deficit of the state budget; (vii) a floor on the primary balance of
the energy sector; (viii) a ceiling on net disbursements of short-term external debt; (ix) a
ceiling on contracting and guaranteeing of new non-concessional medium- and long-term
external debt longer than one year (with a sub-ceiling on debt of 1-5 year maturities); (x) a
ceiling on external arrears (continuous performance criterion); and (x1) a floor on net official
international reserves. An indicative floor and ceiling have also been set on reserve money
for Tune 30, September 30, and December 31, 2001. Quantitative performance criteria and
benchmarks, and indicative targets, are shown in the attached Table 1. Adoption by the
parliament and signing by the president by end-June 2001 of a law on financial disclosure of
public officials—that would: (1) require public officials to report their incomes and assets in
accordance with the procedures established by that law; and (ii) imposes liability for failure
to make the required disclosure—will be a structural performance criterion under the
program. Structural benchmarks during the first program year are summarized in the attached
Table 2. Details on the definition and monitoring (and adjustors) of quantitative performance
criteria and indicative targets are set in the Technical Memorandum of Understanding
(attachment I to this Memorandum). All data necessary for the effective monitoring of the
program, which are specified in the Technical Memorandum of Understanding, will be
reported in a timely manner to the IMF by the government, the CBA, and the National
Statistical Service (NSS).

56.  We believe that the policies detailed above are adequate to achieve the objectives of
the program, but we remain prepared to take any additional measures that may be necessary
for this purpose.
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Table 1. Armenia: Quantitative Performance Criteria and Indicative Targets, 2001

2000 2001
Dec. Mar. Tun, 1/ Sep. 2/ Dec. 1/
Prel Program 2/ Prel. Actual Program

Quantitative performance criteria:
(in millions of drams})

Net domestic assets of the CBA -3,970 -1,711 -4,575 -2,819 -3,389 -5,955
Net domestic banking system credit to state budget 9,373 10,399 5,691 10,839 11,171 12,673
State budget stock of arrears 3/ 44,353 44,003 34,422 27,115 27,115
SFSI stock of arrears 4,356 4,356 3,356 1,456 0
State budget tax revenues (Floor) 4/ 5/ 152,357 35,480 35,640 77,992 124,637 173,304
State budget overall cash deficlt 4/ 6/ 40,820 -1,341 25,997 49,696 63,507
Primary halance of the energy sector {Floor) 4/ 167 %00 -200

{(in millions of U.S. dollars)
Net disbursenients of short-term external debt 7/ 0 0 0 0 0 0
Contracting and guaranteeing of new 0 11.6 [0} 11.6 11.6 1.6

nonconcessional medium- and long-term
external debt longer than one year 4/ 8/

Of whick : debt of 1-5 year maturities ] 11.6 0 i1.6 11.6 11.6
External arrears (continuous criterion) 19 24 24 0 0 0
Net official infernational reserves 138.3 117.1 119.5 126.4 1339 144.5

Indicative Targets: (in millions of drams)
Reserve money

Maximum 64,222 68,289 71,973 75,302

Minimum 61,704 . 65,611 69,151 72,349

Actual 72,390 61,430

Sources: Armenian authorites; and Fund staff estimates.

}/ Performance criteria.

2/ Benchmarks.

3/ The ceiling will be adjusted downwards by the full amount of (i) 2001 del# service to Russia, if rescheduled or otherwise restructured; and
(ii) higher-than-programmed grants. The ceiling will be adjusted upwards by the full amount of any foregone repayment in the event of rescheduling
agreement with Georgia.

4/ Targets are cumulative during the year.

5/ Programmed cumulative tax revenue target for January-April, 2001 is dram 50.0 billion.

6/ The ceiling will be adjusted upwards by the amount of 2001 principal payments to Russia that need not be paid in the context of 2 possible
debt rescheduling ot other restructuting agreement with Russia, and by the amount of any nonprogrammed foreign-financed project disbursements.

7/ Excluding normal import-related credit and sales of treasury bills to norresidents.

8/ The ceiling will be adjusied downwards by the full amount of disbursements under the existing $20.57 million line of credit from Russia.
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Table 2, Structural Performance Criteria and Benchmarks, 2001
I. STRUCTURAL PERFORMANCE CRITERIA

End-June 2001

o Adoption by the parliament and signing by the president of a law on financial
disclosure of public officials that would: (i) require public officials to report their
income and assets in accordance with the procedures established by that law; and (i1)
impose liability for failure to make the required disclosure.

IL STkUCTURAL BENCHMARKS
End-June 2001

e Parliamentary approval of a treasury law.

e The comprehensive automated audit system will be operational in all Yerevan offices.
(To support the audit program, rules for the collection of information and the
application of indirect audit methods will be developed.)

¢ The government will submit a new draft Law on Bankruptcy of Banks to the

parliament. The government will also submit draft amendments to the parliament of
the CBA Law and/or the Law on Banks and Banking Activity.

End-Octaber 2001

e Parliamentary approval of a new Law on Bankruptcy of Banks.
End-December 2001

o The automated audit system will be extended to all tax offices.

e Parliamentary approval of amendments of the CBA Law and/or the Law on Banks
and Banking Activity.
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Republic of Armenia

Technical Memorandum of Understanding

Armenia’s performance under the PRGF-supported program will be assessed by the IMF on
the basis of the observance of quarterly quantitative performance criteria and indicative
targets as well as on compliance with structural performance criteria and benchmarks. This
Technical Memorandum of Understanding (TMU), including attached tables, sets out and
defines the performance criteria (and adjustors) and indicative targets as well as the
monitoring and reporting requirements. It also sets out and defines the prior actions.

I. QUANTITATIVE TARGETS

1. Quantitative targets for 2001 are presented in Table 1 and defined below. Benchmarks
are set for end-March and end-September and performance criteria for end-June and end-
December, Other concepts needed for the proper definition of the quantitative targets are also
defined.

Reserve money

2, The reserve money targets are indicative only and include both a floor and a ceiling.
Reserve money of the Central Bank of Armenia (CBA) is defined as the sum of currency
issue, required and excess reserves including on foreign currency deposits, and current and
time deposit accounts of certain resident agents. Thus defined, the outstanding stock of
reserve money amounted to dram 72,390 million on December 31, 2000.

3. The target for reserve money will be subject to a daily corridor consisting of upper
and lower limits on the reserve money path. The width of the corridor in 2001 (plus or minus
2.0 percent) has been established based on the quarterly average standard deviation of excess
reserves held by banks in percent of quarterly average reserve money during the period
1996-2000. Whenever reserve money breaches the corridor, the CBA will consult promptly
with IMF staff regarding the appropriate policy response.

Net official international reserves

4, The program targets a minimum level of net official international reserves (NIR) of
the CBA. The stock of such reserves will be calculated as the difference between total gross
international reserves and total official reserve liabilities.

5. Total gross official international reserves shall be defined as the CBA’s holdings of
monetary gold (excluding amounts pledged as collateral or in swaps), holdings of SDRs, any
reserve position in the IMF, and holdings of convertible currencies (i.e., those listed in

Table 2) in cash or in nonresident financial institutions (deposits, securities, or other financial
instruments). Gross reserves held in the form of securities are marked to market. Gross
reserves are reported net of the value of the balance on the government’s Special
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Privatization Account (SPA). Capital subscriptions in foreign financial institutions and
illiquid foreign assets are also excluded.

6. There is no reporting on financial derivatives and other off balance sheet positions as
the CBA does not currently trade in such financial instruments. However, if the CBA decides
to commence such trading it will promptly notify the IMF staff to establish proper reporting
requirements in this regard.

7. Official reserve liabilities shall be defined as outstanding liabilities to the IMF, and
convertible currency (i.e., those listed in Table 2) liabilities of the CBA to nonresidents with
an original maturity of up to and including one year.

8. NIR is monitored in U.S. dollars, and, for program monitoring purposes, assets and
liabilities in currencies other than the U.S. dollar shall be converted into dollar-equivalent
values using the exchange rates as of December 31, 2000 as established by the CBA
(Table 2). Thus defined, NIR was US$138.3 million on December 31, 2000.

Net domestic assets of the CBA

9. The program targets a maximum level of net domestic assets (NDA) of the CBA.
NDA of the CBA is defined as reserve money less NIR, where the dram-equivalent value of
NIR is calculated using the end-2000 official exchange rate of dram 552.18 per U.S. dollar.
Thus defined, the outstanding stock of the CBA’s NDA amounted to minus

dram 3,970 million on December 31, 2000.

10.  NDA is composed of: (1) net credit to the general government; (2) outstanding credit
to domestic banks by the CBA (including overdrafis) minus liabilities not included in reserve
money, exclusive of accrued interest; and, as a residual (3) other items (net).

Government

11.  Unless otherwise noted, government is meant to include the central government (the
budget of which will henceforth be referred to as the “state budget”). The State Fund for
Social Insurance (SFSI), whose overall cash balance must be zero on an annual basis, will be
monitored by a separate performance criterion covering the stock of SFSI arrears. Local
governments—which are not allowed to borrow either domestically or externally—are
excluded from the definition of government as there are long lags in the reporting of the
activities of these entities.

Kreditanstalt fur Wiederaufbau SME onlending facility to commercial banks

12.  An onlending facility credit from the Kreditanstalt fur Wiederaufbau (KfW) to
commercial banks is channeled through the CBA. For program purposes, disbursements
under this credit are recorded in the central government’s accounts as foreign-financed
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onlending. In the monetary accounts the CBA’s liability to KfW is included in other items
net,

Banking system and commercial banking system

13.  The commercial banking system is the consolidation of all banks licensed by the CBA
to conduct banking business. The banking system is the consolidation of the CBA and the
commercial banking system.

Ceilings on domestic banking system net credit to central government

14.  Net credit from the CBA to the central government includes the CBA’s holdings of
treasury bills and treasury bonds less central government deposits (including deposits of
donor-financed project implementation units and balances of proceeds from the sale of
humanitarian assistance). Treasury bonds are valued at the purchase price and treasury bills
are valued at the purchase price plus the implicit accrued interest. Except for treasury bills,
accrued interest is excluded from net credit. The CBA does not extend direct credit to the
central government. The source of the data to be used is specified in paragraph 33.

15.  Net credit from commercial banks includes: (1) gross credit from banks to the central
government less central government deposits with banks (excluding accrued interest); and
(2) banks’ holdings of treasury bonds (valued at the purchase price and excluding accrued
interest) and treasury bills (valued at the purchase price plus the implicit accrued interest).

16.  Accordingly, net credit of the banking system to the central government is the sum of
net credit from the CBA and net credit from commercial banks. Thus defined, net domestic
banking system credit to the central government was dram 9,373 million on

December 31, 2000.

Ceilings on the contracting and guaranteeing of new nonconcessional external debt by
the government and by the CBA

17.  External debt limits apply to new medium- and long-term external debt' with original
maturities of more than one year, which are contracted or guaranteed by the government (as

! The term “debt” shall have the meaning set forth in Section 9(a) of the Guidelines on
performance criteria on external debt, as modified by the Executive Board Decision No.
12274-(00/85) of August 24, 2000, and shall include all current (not contingent) liabilities,
which are created under a contractual arrangement through the provision of value in the form
of assets (including currency) or services, and which require the obligor to make one or more
payments in the form of assets (including currency) or services at some future poini(s) in time
to discharge the principal and/or interest liabilities incurred under the contract. In particular,
all instruments that share the characteristics of debt enumerated above (including loans,
suppliers’ credits, and leases) will be included in the performance criterion on external debt.
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defined above) or by the CBA, with a sublimit on such debt with maturities of more than one
year up to and including five years. In addition, there are limits on disbursements of short-
term external debt contracted or guaranteed by the government or the CBA; all obligations
with original maturities of up to one year fall under this limit, except norma! import-related
credits. The outstanding stock of short-term external debt on December 31, 2000 was zero.

18.  The program ceilings on the contracting and guaranteeing of new nonconcessional
medium- and long-term debt, by the government or the CBA, will apply to all forms of
external debt, as defined in paragraph 17 of the TMU, with maturity greater than 1 year. The
only labilities excluded from the limits are sales of treasury bills or treasury bonds to
nonresidents, provided the sales go through the regular auction mechanism and involve no
exchange rate guarantees; and concessional loans. For program purposes, a loan is considered
concessional if the grant element is at least 35 percent calculated using a discount factor
based on the Commercial Interest Reference Rates (CIRRs) published by the OECD plus
margins depending on the loan maturity.” The average of the CIRRs over the last ten years
will be used for loans with a maturity of at least 15 years and the average of the CIRRs for
the preceding six months will be used for shorter maturities. For the purpose of monitoring
compliance with the targets, all agreements concluded in respect of rescheduling or
refinancing of existing debt shall be excluded from the limits. Transactions subject to these
ceilings shall be valued in the contracted currencies and converted into U.S. dollars at the
average monthly market exchange rate in the month when the borrowing commitment was
contracted.

Ceilings on external arrears

19.  External arrears of the central government or the CBA will consist of all overdue
debt-service obligations (i.e., payments of principal and interest) arising in respect of loans
contracted or guaranteed by the government or the CBA since Armenia’s independence,
unpaid penalties or interest charges associated with these arrears, and overdue payments
owed by the government or the CBA on imports received subsequent to independence. Thus
defined, exiernal arrears at end-December 2000 were $19.0 million.

Limits on the state budget balance

20.  The state budget balance during a given period is defined from the financing side on a
cash basis as the sum of domestic banking system net financing, domestic non-bank net
financing, and external net financing.

2 The margins are: 0.75 percent for repayment periods of less than 15 years, 1 percent for
15-19 years, 1.15 percent for 20-29 years, and 1.25 percent for 30 years or more.
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21.  Domestic banking system net financing is measured as the change during the period
of net domestic banking system credit to the state budget. The source of the data to be used is
specified in paragraph 33.

22.  Domestic non-bank net financing is measured as the sum of: (1) the change during the
period of outstanding treasury bills and bonds to non-banks (including accrued interest for
treasury bills and excluding accrued interest for treasury bonds);’ and (2) any other
disbursement or transaction (other than proceeds from privatizations which are deposited into
the SPA) that increases non-banks’ claims on the central government, less amortizations
made by the central government to private resident non-bank agents. These data will be
provided by the Ministry of Finance and Economy (MFE) in consultation with the CBA.

23.  External net financing is measured as total debt-increasing disbursements from non-
residents to the central government less total amortizations from the central government to
non-residents. All foreign-currency denominated transactions are recorded in drams using the
prevailing exchange rate at the time of the transaction.

Privatization proceeds

24.  Proceeds stemming from the selling of enterprises in the context of the government’s
annual privatization program (i.e., enterprises listed in the government’s list of enterprises to
be privatized in accordance with the law on privatization) are deposited into the SPA. The
account is held at the CBA and the proceeds are invested abroad together with the CBA’s
international reserves. However, as noted above, these proceeds are not included in the
definition of the monetary accounts of the banking system. Any withdrawal from the SPA
(including accrued interest) will be accounted for as privatization proceeds used to finance
the state budget (as defined above).

25.  Proceeds from other privatizations are included in the regular budgetary accounts as
capital revenue, These proceeds are either deposited in a privatization account, held at the
CBA and included in the definition of net credit to the central government, or spent for
general budgetary purposes.

Tax revenues of the state budget and the SFSI

26.  Tax revenue is defined in accordance with Government Finance Statistics (GFS)
1986, section IV.A.1. The MFE will report total tax revenue to the IMF, on a monthly basis
and within seven days of the end of each month, using the following categories: VAT,
excises, enterprise profit tax, personal income tax, land tax, customs duties, presumptive
income tax, property tax, and other taxes (including environmental taxes).

? Domestic non-bank holdings of treasury bills and treasury bonds are defined as total
outstanding treasury bills and bonds less holdings by the banking system and the SFSL
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Central government and SFSI arrears

27.  The program targets a maximum level of the stock of central government arrears. It
also targets a maximum level of the stock of SESI arrears. For program purposes, arrears are
defined as follows, With respect to wages, pension payments, family allowances,
amortization, and interest payments, the stock of arrears is defined as all unpaid claims
outstanding as of the end of the month. For all other expenditure categories, arrears are
defined as the stock of unpaid claims, as verified by the recipient of the goods and services,
which has been outstanding for more than 30 days as of the end of the month. The reports on
the arrears (in the format of Table 3) will be compiled monthly by the MFE for the central
government and the SFSI separately, and reported by the MFE to the IMF within 45 days of
the end of each month.

Energy sector cash flows

28.  The government will provide a detailed quarterly cash flow for the energy sector. The
energy sector is defined to consist of the following companies: (1) Hrazdan thermal power
plant; (2) Yerevan thermal power plant; (3) Metsamor nuclear power plant;

(4) Sevan-Hrazdan Cascade hydro-power plant; (5) Vorotan hydro-power plants system;

(6) High Voltage Electricity Network; (7) Armenergo; (8) Yerevan Electricity Network;

(9) Northern Electricity Network; (10) Southern Electricity Network; (11) Central Electricity
Network; (12) Armgazprom; and (13) Armtourtrade. The cash flow of the energy sector
consists of the consolidation of the cash flows of these enterprises. Four of the companies are
scheduled to be privatized in 2001 and starting in the quarter following a privatization of a
company, this company will be omitted from the definition of the energy sector. The cash
flow information—to follow the format of the attached sample Table 4°—will be provided to
the IMF no later than 28 days after the end of each quarter.

29.  The program will target the primary balance of the energy sector, where the primary
balance is defined as current revenues less total expenditures excluding all interest payments
and capital expenditures related to foreign-financed projects, i.e., foreign-financed and
co-financed capital expenditures.

II. REPORTING REQUIREMENTS

30.  The government, the CBA, and the National Statistical Service (NSS) will provide the
IMF with all necessary economic and financial statistical data to monitor economic
developments and program performance including, but not necessarily limited to, the
following specific information. Unless otherwise indicated, the requested information will be
in accordance with the definitions elaborated in the previous section.

* Table 4 is in summary form. A more comprehensive table will be provided in the form of an
Excel workbook (the format of which has been agreed with IMF staff).
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The balance sheet of the CBA

31.  The CBA has provided the IMF staff the chart of accounts and it will notify the staff
of any revisions thereto.

32.  Weekly (summary’) and monthly end-of-period (by chart of account) data on the
balance sheet of the CBA will be reported to the IMF by the CBA within seven days of the
end of the reporting period. The information wiil clearly provide the basis for calculating the
following items: NIR, NDA of the CBA, net credit from the CBA to government (including
separate lines for the central government, SFSI, and local governments), net credit provided
to commercial banks (by type of credit), and any other financing provided to the rest of the
economy.

The balance sheet of the banKking system

33.  Monthly banking system data, in the form of a monetary survey, as well as the
consolidated balance sheet of the commercial banking system (by chart of accounts), will be
reported to the IMF by the CBA within 21 days of the end of each month. The information
will clearly provide the basis for calculating the following items: net foreign assets (NFA)
and NDA of the banking system, net credit to government (including separate lines for the
central government, SFSL, and local governments), and other financing provided to the rest of
the economy.

34.  Dram broad money of the banking system is defined as the total of currency outside
banks, plus banking system deposits of resident households and enterprises in drams,
excluding accrued interest, Thus defined, dram broad money does not include deposits of the
central government, SFSL, or local governments. Accrued interest on deposits held with
commercial banks will be recorded in other items net.

35.  Broad money is defined as dram broad money and foreign currency deposits of
resident households and enterprises in the banking system.

Treasury bill and coupon bond financing

36. The CBA will provide monthly data to the IMF within seven days of the end of each
month on the amount of treasury bill and coupon bond holdings by the following categories
of holders: the CBA, resident banks, resident non-banks, and nonresidents.

5 As defined in CBA Resolution No. 201 (December 6, 1999).



.88 - ATTACHMENT I

International reserves

37. The CBA will provide monthly data (by chart of accounts) within 14 days of the end
of each month on both gross and net official international reserves. These data will be
provided in two variants: (1) at program exchange rates; and (2) at actual official exchange
rates.

Nontax and capital revenue

38. The MFE will report on a monthly basis non-tax revenues, capital revenue, cash
grants and proceeds from the sales of humanitarian assistance. This information will be
reported within seven days of the end of each month.

External debt

39.  The MFE, in collaboration with the CBA, will provide information on the
disbursements and outstanding stock of short-term external debt; on contracting and
guaranteeing and the outstanding stocks of medium-and long-term external debt of the
government and of the CBA; and any stock of outstanding arrears on external debt service
payments within 21 days of the end of each month. In addition, the MFE will report the total
amount of outstanding government guarantees and external arrears with the same reporting
frequency.

Tax arrears

40.  The Ministry of State Revenues will report on an end-of-month basis the amount of
outstanding tax arrears, by the end of the following month.

Budgetary sector employment

41.  The MFE will provide quarterly updates on budgetary employment by ministries, and
on average budgetary sector wages, within one month following the end of each quarter.

Budgetary and extra budgetary data

42,  Quarterly data on budgetary execution will be reported to the IMF by the MFE and
the SFSI within one month following the end of each quarter. All cash receipts, all cash
expenditures (including debt-service payments), and external and domestic borrowing
operations will be part of this report. Expenditure data will be provided according to both
economic and functional classifications, consistent with GFS methodology. In addition,
budgetary financing by the MFE will be reported by economic and functional classification
on a monthly basis by the end of the following month.
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Non-budgetary domestic arrears

43,  The MFE will coordinate—in collaboration with the Ministry of Energy, the CBA,
and the NSS—a report to the IMF on a monthly basis on the stock of arrears of the 50 largest
enterprise debtors which are in arrears to the banking system, and energy arrears of
households and enterprises. This information is to be provided within 28 days of the end of
each month.

Balance of payments data

44.  The NSS will provide: (1) on a monthly basis detailed export and import data within
28 days of the end of each month; and (2) on a quarterly basis a balance of payments within
two months of the end of each quarter.

Energy sector payable and receivable debts

45,  The MFE will provide monthly reports on the end-of-month stock of accounts
payables and accounts receivables of the consolidated energy sector (defined in paragraph 28)
with a lag of no more than 28 days.

Privatization proceeds and use of privatization proceeds for budgetary support

46.  The CBA will provide to the IMF information on: (1) the balance on the SPA at the
end of each month; and (2) all gross additions and gross withdrawals on a daily basis during
each month. The information will be provided on a monthly basis no later than seven days
after the end of each month.

QOther financial sector information

47.  The CBA will provide information on the foreign exchange market (including the
official, buying, and selling exchange rates, inter-bank tumover, and the volume of CBA
sales and purchases) and interest rates by maturities (including the refinance rate, the
inter-bank rate and volumes, the treasury bill and coupon bond yields and volumes by
maturity, and bank deposit and lending rates by maturity). The CBA will also provide data on
commercial banks’ prudential ratios (including liquid asset ratios, capital adequacy ratios,
open foreign exchange limits, and percentage of classified loans by category). These data will
be provided on a monthly basis within 21 days of the end of each month. In addition, the
CBA will provide other data as specified in CBA Resolution No. 201 (December 6, 1999).

Real sector information

48.  The NSS will notify the IMF of the monthly CPI by category by the fifth day of the
following month, and convey quarterly GDP estimates within two months of the end of each
quarter.
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III. PRIOR ACTIONS

49.  The program’s prior actions in the structural policy area are deemed to have been
complied with if the following conditions have been met:

. Replenishment in the first quarter of 2001 of the SPA by the full amount borrowed
from it in late 2000;

. The CBA, as instructed by the government, has transferred funds sufficient to clear all
external payments arrears that have not been restructured.

. A draft treasury law, prepared in consultation with IMF staff, has been submitted by
the government to the parliament;

. The government has signed a contract with an external auditor regarding the use of
SPA proceeds, hired through international tender, and the government has provided
the IMF staff with a copy of the tender documents;

. A revised draft law on financial disclosure of public officials, prepared in consultation
with the IMF staff, has been submitted by the government to the parliament.

50.  Compliance with the program’s quantitative prior actions will be verified through the
regular reporting procedures.

IV. STRUCTURAL PERFORMANCE CRITERION

51.  Adoption by the parliament and signing by the president by end-June 2001 of a law on
financial disclosure of public officials that would: (i) require public officials to report their
income and assets in accordance with the procedures established by that law; and (ii) impose
liability for failure to make the required disclosure.

VY. PROGRAM ADJUSTORS

52.  The ceiling on central government arrears will be adjusted: (1) downward by the full
amount of the share of 2001 debt service to Russia (dram 2,514 million in the first quarter of
2001, dram 5,008 million {cumulatively) in the first through the second quarter,

dram 7,465 million in the first through third quarters, and dram 9,920 million in the first
through fourth quarters) not to be serviced in the context of a possible debt rescheduling
agreement; (2) upward by the full amount of any foregone repayment in the context of a
possible debt rescheduling agreement with Georgia (zero in the first quarter of 2001,

dram 1,078 million in the first through the second quarter, dram 1,078 million in the first
through third quarters, and dram 2,156 million in the first through fourth quarters); and

(3) downward by the full amount of higher than programmed external grants

(dram 4,753 million in the first quarter of 2001, dram 6,943 million in the first through the
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second quarter, dram 9,668 million in the first through third quarters, and dram 14,393 in the
first through fourth quarters).

53.  The central government's budgetary cash deficit will be adjusted: (1) upward by the
full amount of 2001 principal payments to Russia (dram 1,742 million in the first quarter,
dram 3,484 million in the first through the second quarter, dram 5,226 million in the first
through third quarters, and dram 6,970 million in the first through fourth quarters) that need
not be paid in the context of a possible debt rescheduling or other restructuring agreement
with Russia; and (2) upward (downward) by the amount of higher (lower) than programmed
foreign-financed project disbursements. Adjustment lending by the World Bank is not
included in the adjustor.
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Table 1. Armenia; Quantitative Performance Criteria and Indicative Targets, 2001

2000 2001
Dec. Mar. Jun. 1/ Sep. 2/ Dec, §/
Prel. Program 2/ Prel. Actual Program

Quantitative performance criteria:
(in millions of drams)

Net domestic assets of the CBA

Net domestic banking system credit to state budget

State budget stock of arrears 3/

SESI stock of arrears

State budget tax revenues (Floor) 4/ 5/

State budget overall cash deficit 4/ 6/

Primary balance of the energy sector (Floor) 4/

(in millions of W.S. dollars)

Net disbursements of short-term external debt 7/

Contracting and guaranteeing of new
noncancessional medium- and long-term
external debt longer than ote year 4/ 8/
Of which  debt of 1.5 year maturities

External arrears (continuous criterion)

Net official international reserves

Indicative Targets: (in mitlions of drams)

Reserve money
Maxdmuum
Minimum
Actual

Sources: Armenian authorites; and Fund stafT estimates.

1/ Performance criteria.

2/ Benchmarks.

3/ The ceiling will be adjusted downwards by the full amourtt of (i) 2001 debt service to Russia, if rescheduled or otherwise restructured; and
(i) higher-than-programmed grants. The ceiling will be adjusted upwards by the full amount of any foregone repayment in the event of rescheduling
agreement with Georgla.

4/ Targets are cumulative during the vear.

5/ Programmed cumulative tax revenue target for January-April, 200f is dram 50.0 billion.

6/ The ceiling will be adjusted upwards by the amount of 2001 principal payments to Russia that need not be paid in the context of a possible
debt rescheduling or other restructuring agreement with Russia, and by the amount of any nonprogrammed foreign-financed project disbursesnents.

7/ Excluding normal import-related credit and sales of treasury bills to nonresidents.

8/ The ceiling will be adjusted downwards by the full amount of disbursements under the existing $20.57 million line of credit from Russia.



Table 2. Armenia: Official Exchange Rates of the CBA
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{As of Decemnber 31, 2000)

ATTACHMENT 1

Drams per Dollars per
Currency unit currency unit currency unit
Austrahian dollar 305.91 0.5540
Canadian dollar 368.07 0.6666
Swiss franc 337.32 0.6109
Danish krone 68.85 0.1247
Euro 1/ 513.80 0.9305
Pound sterling 821.20 1.4872
Greck drachma 1.51 0.0027
Japanese yen 4.81 0.0087
Norwegian krone 62.40 0.1130
Swedish krone 58.18 0.1054
11.8. dollar 552.18 1.0000
SDR 719.44 1.3029
Gold 2/ 4689.58" 8.4928

Sources; Armenian authorites; and Fund staff estimates.

1/ Values of the currencies of the EU-member countries which have adopted the euro are
calculated using the appropriate fixed conversion rates as established by the Council of the EU.

2/ Per gram.
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Table 3. Armenia: Arrears of the State Budget and the SFSI

{In millions of dram; end of period)

Reporting Reporting  Reporting

Pre-1999 1995 2000 period A period B period C

Total expenditures
Current expenditures
Wages
Subsidies
Interest payments
Domestic
External
Transfers
Family allowances
Pension contributions
Contribution to pension fund
QOther
Goods and servicics
Health
Education
Other
Capital expenditures
Net lending

Amortization arrcars

Arrears of the SFSI
o/w pension arrears

Source: Armenian Ministry of Finance and Economy.
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(In millions of dram)
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Revenues

Electricity revenues collected

Revenues collected for Thermal Energy Supply

Noncore activities
Expenditures

Inputs

Imported gas

Nuclear fuel
0&M costs
Net payment of taxes accrued
Other current expenditures
Interest payments
Capital expenditures

Primary balance 1/
Current balance
Balance

Financing available

Domestic sources
Banks
Budgetary loans
Nonbank loans
Tax arrears

Pay for shares in ArmRusgas acquired earlicr

Production reserves

Pre-payment for electricity

Collection of old arrears
External sources

Government subsidies on external loans
ArmRosGasProm gas, debt for equity swap

Errors and omissions

Financing gap
In millions of U.S. dollars
In percent of GDP
Balance (in percent of GDP)

Primary balance (in percent of GDP)
Current balance (in percent of GDP)

Sources: Armenian authorites; and Fund staff estimates.

1/ The primary balance is defined as current revenues minus total expenditures excluding all

interest payments and capital expenditures related to foreign financed projects.



Statement by the IMF Staff Representative
May 21, 2001

1. The following information has become available since the staff report (SM/01/61;
4/30/01) was issued. This information does not change the thrust of the staff appraisal.

2. Economic developments continue to be generally encouraging. Real GDP grew by
12.3 percent in the first quarter of 2001, compared to the first quarter of 2000. Inflation was
minus 0.1 percent in April, or 3.6 percent cumulatively for the first four months of 2001. The
trade balance was strong in the first quarter, with merchandise exports growing by 30 percent
over the first quarter of 2000, and merchandise imports declining by 10 percent. Reserve
money remained within the corridor in April and the dram was relatively stable in U.S. dollar
terms.

3. Regarding fiscal performance, total revenue and grants in the first quarter of 2001
were slightly higher than envisaged as buoyant nontax revenues (fuelled by higher-than-
programmed profit remittances from the Central Bank of Armenia) more than offset a
shortfall in grant inflows (related to slower than programmed monetization of commodity
grants). These higher revenues were unfortunately reflected in higher than programmed
expenditures in the first quarter (dram 1.7 billion, or 4 percent). The staff is concerned about
expenditure control and will stay in close contact with the authorities in the immediate period
ahead, not only to better understand the reasons for the overspending and help address any
identified shortcomings in budget implementation, but also to provide assurances that the
authorities will possess the capacity to carry through with their intention to reduce
expenditure commitments in June, should this prove necessary.

4. The required documentation under the safeguards framework is currently under
review by the staff. The central bank publishes its financial statements in the Annual Report
and they are audited by an international external auditor. As part of the safeguards
framework staff will ascertain whether the external audit meets internationally accepted
standards. The full Stage One safeguards assessment is expected to be completed by the time
of the first review of the program.

5. All of the prior actions have been implemented, except for: (i) the cumulative state
budget tax revenue target for January-April 2001; and (i1) the requirement that there be no
increase in the stock of state budget arrears after end-December 2000. The authorities settled
their external payment arrears of $2.1 million to Turkmenistan on May 18. The reason why
the authorities did not settle these arrears at least five working days prior to the Board
meeting was that there was a good possibility they would receive a comfort letter from the
Turkmen authorities which would allow Armenia to settle this payment through the provision
of goods at a later date. As this did not come, the authorities settled the arrears through a cash
payment.



6. With regard to the first of these two prior actions, April tax revenues (at dram 10.5
billion) fell around 30 percent short of the target agreed with the staff. Consequently, the
January-April cumulative tax revenue target was missed by some 8 percent. Revenues from
the VAT and excises make up roughly two-thirds of tax revenue in Armenia, and this is
where the main shortfalls have occurred. In April, net VAT collections were about 30 percent
below the average monthly level for the first quarter. About one-third of this decline appears
to be due mainly to lower collections from the energy sector—which the authorities indicate
has run up some 0.4 percent of GDP in tax arrears since the beginning of the year—as well as
a continuing decline in registered imports of, and thus VAT collected on, gasoline. Roughly,
the other two-thirds of the decline in VAT revenues appears to be due to a sharp increase in
VAT refunds on exports in April, which reflect requests for refunds by two large companies
in early April. Excise collections in April continued to fall for the second straight month. The
authorities attribute most of this decline to increased underreporting and smuggling of
imported gasoline.

7. The authorities have indicated, in a letter to Management from the Prime Minister,
that they have taken actions to deal with what appear to be the major sources of the revenue
shortfall, and on this basis remain firmly committed to achieving the state budget tax revenue
target for end-June 2001 as specified in the program. Specifically, the Prime Minister
instructed the Ministry of State Revenues to take tougher administrative measures related to
customs control and smuggling of imported gasoline. As a result, the volume of gasoline
imports during the first 11 days of May rose sharply to a level higher than that for the entire
month of April. Secondly, the Prime Minister referred in his letter to specific measures which
were taken and decided on at a special meeting of the Board of the Ministry of Energy in
which he participated, intended to ensure that the state-owned energy companies step up their
tax payments in May and June.

8. In addition, the letter states that the Prime Minister is committed to (i) reduce
expenditure commitments in June by an amount—should the May revenue outturn be lower
than the authorities now project—necessary (o keep the stock of domestic expenditure arrears
in line with the program; and (i1) submit an amended budget to the parliament should the
government decide, in consultation with Fund staff, that in light of actual revenue
performance in the first half, further expenditure cuts would be needed to achieve the arrears
clearance in the second half of the year specified in the program.

9. With regard to the second prior action, compared (o a small programmed decline in
the stock of state budget arrears in the first quarter of 2001, arrears increased by dram 3.0
billion. (Since the issuance of the staff report, the staff has learned that a small amount of
state budget arrears—Iless than 0.02 percent of GDP—were accumulated in the first two
months of 2001.) According to the Ministry of Finance and Economy, the government kept a
roughly equivalent amount on deposit in the central bank as a contingency in the context of
ongoing discussions with a major creditor. While this is technically a violation of the staff’s
understandings with the authorities, it should be recognized that they could have made the
payment and avoided the accumulation of arrears and would have complied with the program
target. In that sense, the deviation from the target was unfortunate but reversible.



10.  The indications given above concerning the recent shortfall in tax revenues and
expenditure slippage increase the risks to the program by making more difficult the
achievement of the program’s fiscal targets for June, 2001, However, the authorities have
provided assurances that they will meet these targets. Therefore, based on the authorities’
assurances, and despite their having not observed two prior actions, the staff continues to
recommend Executive Board approval of Armenia’s request for an arrangement under the

Poverty Reduction and Growth Facility.

11.  An assessment of structural conditionality streamlining is provided in the attached
Box 1.



Box 1. Armenia—Structural Conditionality Streamlining Assessment
1. Coverage of Structural Conditionality in the Current Program

Structural conditionality in the program, listed in paras 54-55 of the MEFP and the attached Tables 1 and 2
(EBS/01/61, 4/30/01, pp. 84-87), focuses on improving public sector governance, strengthening treasury
management and tax administration, and bank bankrupicy legislation. The financial performance ol the energy
sector is addressed by a quantitative performance criterion. Strengthening the performance of the budget and of
the energy sector, and dealing with problem banks, are central to the effort to reestablish macroeconomic
stability.

2. Status of Structural Conditionality from Earlier Programs

The status of structural performance criteria and benchmarks for end-March and end-JTune 1999 was presented
in EBS/99/181, 9/20/99, Table 2, p. 9. Energy sector reform, which was not implemented, will be covered under
the proposed World Bank SAC IV, which includes board presentation and tranche release conditions related to
energy sector privatization. The structural conditions for the remainder of 1999, which covered the areas of tax
administration, treasury managemenl, the banking sector, and the social safety net, were observed.

3. Structural Areas Covered by Bank Lending and Conditionality

The proposed SAC IV includes board presentation and/or tranche release conditions related to the energy sector
and other privatizalion, improved targeting of poverty allowances, and pension reform. It also includes a
namber of issues related to public administrative reform, primarily those aimed at improvements in the business
environment, as well as improvements in the legal framework for private sector development, further
rationalization of the health and education sectors, and mecasures to develop land markets. The Country
Assistance Strategy envisages a separaie public sector reform project, preparation of which is scheduled to
commence this fall.

4, Other Relevant Structural Conditions Not Included in Current Program

The proposed program does not include energy sector relorm measures per se, even though these were in the
1999 program supported under the third annual ESAF arrangement (EBS/98/213, Supplement 1, 12/8/98, pp.
14-15). As noted above, the proposed program includes a quantitative perforroance criterion on the primary
balance of the energy sector, to be monitored in close cooperation with the Bank staff, while the Bank staff will
handle structural reform issues in the energy sector in the context of conditions under SAC IV, Measures in the
areas of privatization, civil service reform, and the social safety net were included in the 1999 ESAF-supported
program but are not included in the proposed program. These areas are important but not critical to the
program’s macroeconomic objectives, are outside of the Fund’s core areas, and will be covered under the
World Bank SAC TV and its other lending programs (see EBS/01/61, footnote 19, p. 30).




INTERNATIONAL MONETARY FUND

FOR IMMEDIATE RELEASE

News Brief No. 01/45 International Monetary Fund
FOR IMMEDIATE RELEASE 700 19th Street, NW
May 24, 2001 Washington, D. C. 20431 USA

IMF Approves US$87 Million PRGF Credit to Armenia

The Executive Board of the International Monetary Fund (IMF) has given
its final approval of the three-year loan of SDR 69 million (about US$87
million) under the Poverty Reduction and Growth Facility (PRGF) for
Armenia to support the government's economic program. This final
approval will make the first disbursement of SDR 10 million (about
US$13 million) available immediately.

The approval by the IMF Executive Board was contingent on a decision by
the World Bank Executive Board on May 22 (see Press Release
No. 01/25), which concluded that the Interim Poverty Reduction Strategy
Paper {I-PRSP) submitted by the Republic of Armenia provides a sound
basis for the development of a fully participatory PRSP and for
World Bank concessional financial assistance.
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Press Release No. 01/25 International Monetary Fund
FOR IMMEDIATE RELEASE Washington, D.C. 20431 USA

May 21, 2001

IMF Approves in Principle US$87 Million PRGF Credit to Armenia

The Executive Board of the International Monetary Fund (IMF) today approved in principle a
three-year loan of SDR 69 million (about US$87 million) under the Poverty Reduction and
Growth Facility (PRGF)! to support the government’s economic program.

A final decision by the IMF Executive Board is pending discussion of Armenia’s Interim Poverty
Reduction Strategy Paper (I-PRSP) by the World Bank Executive Board, which is expected to
take place on May 22, 2001. The first disbursement of SDR 10 million (about US$13 million)
under the new PRGF-supported program will become available when the final decision is made
by the IMF Executive Board.

Following the Executive Board’s discussion, Eduardo Aninat, Deputy Managing Director and
Acting Chairman, stated:

“Armenia’s comprehensive and ambitious macroeconomic and structural reform program in the
2001-03 period is a continuation of efforts to ensure sustained and rapid economic growth as the
cornerstone of efforts to reduce poverty.

“The Armenian authorities” medium-term strategy to pursue high and sustained growth through
an improvement in the overall business climate, with competitive markets guiding the allocation

! On November 22, 1999, the IMF"s concessional facility for low-income countries, the Enhanced Structural
Adjustment Facility (ESAF), was renamed the Poverty Reduction and Growth Facility (PRGF), and its purposes
were redefined. It was intended that PRGF-supported programs will in time be based on country-owned poverty
reduction strategics adopted in a participatory process involving civil society and development partners, and
articulated in a Poverty Reduction Strategy Paper (PRSP). This is intended to ensure that each PRGF-supported
program is consistent with a comprehensive framework for macroeconomic, structural, and social policies to foster
growth and reduce poverty. At this time for the Republic of Armenia, pending the completion of a PRSP, a
preliminary framework has been set out in an I-PRSP, and a participatory process is underway. It is understood that
all policy undertakings in the I-PRSP beyond the first year are subject to reexamination and modification in line
with the strategy that is to be elaborated in the PRSP. Once completed and broadly endorsed by the Executive
Boards of the IMF and World Bank, the PRSP will provide the policy framework for future reviews under this
PRGF arrangement. PRGF loans carry an annual interest rate of 0.5%, and are repayable over 10 years with a 5%-
year grace period in principal payments,

Washington, D.C. 20431 e Telephone 202-623-7100 ¢ Fax 202-623-6772 » www.imf.org



of resources, is appropriate. The success of this strategy depends on consolidating and sustaining
macroeconomic stability, and proceeding decisively with the next stage of structural, legal, and
institutional reforms. The authorities” program is expected to promote domestic savings and
private investment, maintain the official international reserve position, and reduce the external
debt burden over time.

“To attain the authorities” medium-term growth and poverty reduction objectives, the program
contains measures to strengthen the public finances so as to eliminate the outstanding stock of
budgetary arrears, maintain a rate of monetary growth consistent with continued price stability,
progressively eliminate losses by state-owned enterprises, and further improve regulation of the
banking sector. The program also emphasizes improved governance through increasing
transparency and reducing corruption, which is essential fo ensure that an acceleration in
economic growth will succeed in reducing poverty. The envisaged reforms are consistent with
the Interim Poverty Reduction Strategy Paper and will be appropriately modified once the
Poverty Reduction Strategy Paper has been finalized,” Mr. Aninat said.



ANNEX
Program Summary

Real GDP growth in Armenia exceeded 6 percent during the first nine months of 1999, but
following the political assassinations in October 1999, the economic situation deteriorated in late
1999 and early 2000, In the second quarter of 2000, economic growth resumed, while price
stability was ensured.

The new three-year economic program focuses on policies that would enable Armenia to reduce
its remaining fiscal vulnerabilities and ensure sustained and rapid economic growth as the
cornerstone for its efforts to reduce poverty. The envisaged policies are consistent with the
I-PRSP, which sets out the main elements of the authorities’ broader program aimed at achieving
these goals.

The program anticipates that structural measures and improvements in governance, together with
an improvement in the fiscal position and an appropriate monetary policy, should lead to
increased private investment (including foreign direct investment) and sustained, rapid economic
growth and poverty reduction.

Under the program, real GDP growth is projected to average around 6 percent during 2001-03,
annual inflation will be held to 3 percent, and the gross official reserve position of the Central
Bank of Armenia will be maintained at around 3% months of imports. The external position is
expected to strengthen due to foreign direct investment in the export sector, production by new
or newly privatized firms of goods that are competitive with imports, and anticipated private
mflows.

In 2001, real GDP and inflation are projected to be broadly in line with the medium-term targets
under the program. The overall state budget deficit is targeted to fall to 4.0 percent of GDP in
2001 (on an accrual basis) from 6.4 percent in 2000. Revenue and grants are projected to
increase by 0.7 percent of GDP in 2001 compared with 2000, and total expenditure is projected
to fall by 1.6 percent of GDP. This deficit reduction, combined with a projected increase in net
private investment of about 2 percentage points of GDP in 2001 (mainly because of major new
investments financed by the Armenian diaspora), would keep the current account deficit under
control.

Selected reforms are included in the program in the structural and governance areas that are
essential to ensure macroeconomic stability, to establish an improved environment for private
investment and growth, and to reduce poverty. In particular, the authorities intend to improve tax
administration and expenditure control, progressively eliminate financing gaps in the quasi-fiscal
sectors, further improve regulation of the banking sector, and improve governance and reduce
corruption by increasing transparency and accountability.

A major effort to reduce poverty is central to the authorities’ program, given the sharp increase
in poverty in the 1990s and the associated increase in income inequality. In the authorities’



I-PRSP, prepared in collaboration with the IMF and World Bank staffs, their strategy consists
mainly of: measures to enhance economic growth prospects, since the key to poverty alleviation
will be economic growth; measures to fight corruption and to reform the civil service; improved
targeting of the allocation of family allowances and strengthened administrative capacity for
monitoring and evaluation; pension reform; shifting of government expenditures toward the poor
(particularly in the health and education sectors); and measures to strengthen labor market
policies.

The Republic of Armenia became a member of the IMF on May 28, 1992. Armenia’s quota’ is
SDR 92 million (about US$116 million), and its outstanding use of IMF credit currently totals
SDR 133 million (about US$168 million).

2 A member’s quota in the IMF determines, in particular, the amount of its subscription, its
voting weight, its access to IMF financing, and its allocation of SDRs.



Republic of Armenia : Selected Economic Indicators, 1998-2003

1998 1999 2000 2001 2002 2003
1. Gross Domestic product
Real GDP growth (percent
change} 7.3 33 6.0 6.5 6.0 6.0
Nominal GDP (in billions of
dram) 959 988 1,032 1,149 1,254 1,369
Nominal GDP {in millions of
U.S. dollars) 1,899 1,847 1,915 2,089 2,280 2,489
2. Inflation (CPI, percent
change)
End-of-period -1.2 2.1 0.4 35 3.0 3.0
Year-on-year 8.7 0.7 -0.8 4.5 3.0 3.0

(In percent of GDI)

3. Central government
Revenue and grants 17.1 19.3 16.5 17.2 17.6 18.0
Expenditure 219 26.5 22.8 21.2 202 20.9
Balance (acctual}) -4.8 -7.2 -6.4 -4.0 -2.5 -3.0
4. Monetary indicators
Reserve money (percent change) 6.5 0.0 344 20
Broad money (percent change) 36.0 13.6 387 12.0
Broad money velocity (end of
period) 10.0 9.1 6.9 6.5

5. Exchange rates
Period average
End-of-period

6. External indicators

Current account balance (excl.
official transfers)

In percent of GDP

Total external debt

In percent of GDP

Gross international reserves

In months of imports of GNES

(Dram per U.S. dollar)

505 535 540
522 524 552

(In millions of U.S. dollars, unless noted otherwise)

-515 -401 -382
-27.1 0 -21.7  -199
787 855 862
41.4 46.3 45.1
298 305 314
3.9 38 3.6

Source: Armenian authorities; and IMF staff estimates.
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IMF Concludes 2001 Article IV Consultation with the Republic of Armenia

On May 21, 2001, the Executive Board of the International Monetary Fund {IMF) concluded the
Article IV consultation with the Republic of Armenia.’

Background

The economic situation has improved since mid-2000 following the deterioration in late 1999
and early 2000. Real GDP began to recover in the second quarter and increased by 6.0 percent
for 2000 as a whole, despite a severe drought affecting part of agriculture during the summer.
Growth was led by industry, construction, and trade and services. Inflation remained low in 1999
and 2000 owing to a variety of factors, including generally non-inflationary monetary and fiscal
policy during the period. Cumulative inflation for 2000 as a whole was only 0.4 percent.

Fiscal policy was characterized by a very substantial run-up in budgetary expenditure arrears in
late 1999 and the first half of 2000, reflecting shortfalls in tax revenues and delays in
disbursements of external budgetary financing related to policy slippages. The authorities
increased revenue collections in the second half of 2000 relative to the budget as the political
situation stabilized, economic activity recovered, and tax administration improved. Moreover,
the World Bank disbursed the fourth tranche under its SAC [ll loan to Armenia in December
2000. The government also reduced budgetary expenditure commitments in the fourth quarter
equal to 2.6 percent of quarterly GDP, and cleared socially significant arrears (such as family
allowances, pensions, and wages), using proceeds borrowed from the Special Privatization

! Under Article IV of the IMF's Articles of Agreement, the IMF holds bilateral discussions with
members, usually every year. A staff team visits the country, collects economic and financial
information, and discusses with officials the country's economic developments and policies. On
return to headquarters, the staff prepares a report, which forms the basis for discussion by the
Executive Board. At the conclusion of the discussion, the Managing Director, as Chairman of
the Board, summarizes the views of Executive Directors, and this summary is transmitied to the
country's authorities.

Washington, D.C. 20431 e Telephone 202-623-7100 « Fax 202-623-6772 » www.imf.org
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Account (SPA), amounting to 2.3 percent of quarterly GDP. State budgetary expenditure arrears
decreased slightly in the second half of 2000, to 4.3 percent of GDP at end-2000.

While monetary aggregates grew substantially during 1999 and 2000, inflation was low,
suggesting a rapid growth in real money demand. In particular, reserve money growth was
moderate in the first half of 2000, but exceeded the upper limit of the Central Bank of Armenia’s
(CBA) indicative reserve money corridor starting in July. In the fourth quarter, however, reserve
money increased by 25 percent, because the net foreign assets of the CBA increased due to
official inflows and spending of proceeds from the SPA on capital expenditures and—through
the bridging operation—on clearance of arrears. Reserve money was brought down significantly
in the first quarter of 2001. Armenia’s currency, the dram, remained broadly stable during the

1999-2000 period.

The external current account improved significantly, with the deficit falling from 21.2 percent of
GDP in 1998 to 14.6 percent in 2000, reflecting a reduced trade deficit. The capital account
surplus decreased from around US$400 million in 1998 to around US$300 million in both 1999
and 2000, in the absence of major international privatizations which had boosted foreign direct
investment in 1998, At end-2000, external debt amounted to US$862 million, the equivalent of
45 percent of GDP or 198 percent of (current year) exports. In present value terms, external
debt at end-2000 is estimated at US$535 million, or the equivalent of 135 percent of exports,
down from US$549 million (154 percent of exports) in 1999.

The authorities have made progress in reforming the energy sector, which remains a
considerable financial drain on the budget and the rest of the economy, through taking steps to
privatize the energy distribution companies (EDCs). In August 2000, the government adopted
the EDC Privatization Law, which allows the privatization of the four EDCs through an
international tender. The authorities have made good progress in the tender process for
privatizing the EDCs.

Executive Board Assessment

Executive Directors commended the authorities for implementing macroeconomic policies
following the political turbulence of late 1999 and early 2000 that have succeeded in maintaining
low inflation and slowing the build-up in expenditure arrears. Directors welcomed the authorities’
determination to maintain a rate of monetary growth consistent with continued price stability,
tighten fiscal policy to eliminate the outstanding stock of budgetary arrears in 2002 and lower
the external debt burden over time, progressively eliminate financing gaps in the quasi-fiscal
sectors, further improve regulation of the banking sector, and improve governance and reduce
corruption through increased transparency and accountability. All these policies were viewed as
essential to [aying the foundation for sustained economic growth and poverty reduction.

Directors noted that the authorities had made a good start in the process of fiscal consolidation
by strengthening tax collections and cutting expenditures in the second half of 2000, and that
the approved state budget for 2001 entails a further adjustment in revenues and expenditures.
However, Directors stressed the need for stronger revenue-enhancing measures, while
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cautioning against excessive cuts in social spending. They strongly recommended that attention
be paid to the effectiveness and transparency of social spending. Directors encouraged the
authorities to enact swiftly the treasury law and to rationalize expenditure over the medium term
in the context of the planned public expenditure review.

Following the rapid growth in monetary aggregates in the second half of 2000, Directors
commended the CBA for bringing reserve money down in the first quarter of 2001. Directors
welcomed the CBA’s decision to continue to use an indicative path for reserve money to guide
the day-to-day implementation of the monetary program, and urged the authorities to stand
ready to tighten monetary policy, should inflation turn out to be higher than projected. Directors
also underscored the importance of enhanced coordination of monetary and fiscal policies.

Directors considered the authorities’ flexible exchange rate policy to be appropriate, noting that
indicators of external competitiveness and recent macroeconomic performance suggested that
Armenia weathered well the Russian currency crisis in 1998. They praised the authorities for
maintaining a liberal trade and exchange system and for their pursuit of WTO membership.

While the Financial System Stability Assessment report pointed to a relatively healthy financial
system, Directors noted that the underlying situation contains a number of weaknesses and
vulnerabilities. They urged the authorities to tighten bank’s accounting standards, prudential
rules for loan classification and loss provisioning, and capital standards to build trust in the
banks and reduce financial system vulnerability to macroeconomic shocks.

Directors welcomed the recent progress in reducing the external debt burden and the steps
being taken by the authorities to eliminate external payments arrears. They stressed that a
cautious approach to external borrowing must continue to be pursued and supported the
authorities’ intention to use privatization proceeds to improve the country’s debt profile.

Directors stressed that successful implementation of the government’s plans for financial
rehabilitation of the quasi-fiscal sectors is necessary to ensure macroeconomic stabilization and
should be accorded high priority. In this regard, they attached particular importance to the
planned privatization of the energy distribution companies, and urged the authorities to move
ahead with the tender process in a transparent manner.

Directors welcomed the progress made in implementing the General Data Dissemination
Standard, and encouraged the authorities to further improve the quality and timeliness of
economic statistics.

Public Information Notices (PINs) are issued, (i) at the request of a member country, following the
conclusion of the Article IV consultation for countries seeking to make known the views of the IMF to the
public. This action is intended to strengthen IMF surveillance over the economic policies of member
countries by increasing the transparency of the IMF's assessment of these policies; and (ii) following
policy discussions in the Executive Board at the decision of the Board. The Staff Report for the 2001
Article IV Consultation with Armenia is also available.
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Republic of Armenia: Selected Economig¢ Indicators, 1998-2000

1998 1999 2000
Real sector
Nominal GDP (in billions of drams) 959 988 1,032
Real GDP growth (percent change) 1/ 7.3 3.3 6.0
Nominal GDP {in millions of U.S. dollars) 1,899 1,847 1,915
[nflation (In percent) 2/
Period average 1/ 8.7 0.7 -0.8
End-cf-period 3/ -1.2 2.1 0.4
Exchange rates (drams/U.S. dollar) 2/
Period average 505 535 540
£nd-of-period 522 524 552
State budget (in percent of GDP)
Revenue and granis 17.1 19.3 16.5
of which: tax revenue 13.6 16.1 14.8
Expenditure 21.9 26.5 22.8
of whicir. current expenditure 16.3 19.2 17.5
Cash deficit /3 -4.7 5.5 -4.0
Accrual deficit -4.8 7.2 -6.4
Change in arrears 0.5 2.0 1.9
Measures/Gap 0.0 0.0 0.0
Statistical discrepancy -0.4 -0.2 05
Monetary indicators 2/
Reserve money {end-of-period growth rate, in percent) 6.5 0.0 34.4
Broad money (end-of-period growth rate, in percent) 36.0 136 38.7
Broad money velocity 6/ 10.0 9.1 6.9
External indicators
Current account balance 7/
(in millions of U.S. dollars) -515 -401 -382
(in percent of GDP) -27.1 21.7 -19.9
Total external debt
(in millions of U.S. dollars) 787 855 862
(in percent of GDP) 41.4 46.3 451
External debt service {in percent of exports of goods and services) 19.0 14.3 10.7
Gross official international reserves (in millions of doflars) 298 305 314
{(in months of next year's imports of goods and services) 3.9 3.8 3.6

Sources: Armenian authorities; and IMF staff estimates

1/ With respect to the same period in the previous year
2f Figures for Q1 2001 are preliminary actuals

3/ Inflation during the previous 12 months

4/ Deficit as measured by financing

5/ Change in percent of reserve money at the beginning of the period

&/ Based on GDP for the period, seasonally unadjusted for quarterly figures

7/ Excludes official transfers



	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

